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ABSTRACT
The concepts of micro, small and medium enterprises (MSMEs) and
industrial clusters have received a great deal of interest from scholars and public
administrators in the last decade. The former examines particular actors in an
economy with striking limitations to their own development, but which play pivotal
roles in the social and economic development at the national level, while the latter
looks at the agglomeration mechanism of an industry as it works to obtain efficiency
and competitiveness. Scholars have devoted much effort to examining the
contribution of industrial-cluster theory toward the survival of MSMEs, while policymakers have formulated and implemented policies to empower MSMEs. However,
there have been debates on whether industrial clusters contribute to the existence of
MSMEs (Gordon. & McCann 2000; Rocha 2004; Martin & Sunley 2005; vom-Hofe
& Chen 2006; Motoyama 2008).
This study aims to elicit the driving factors in the survival of MSMEs in
industrial clusters. Due to inherent obstacles in analysing the survival of various
MSMEs, this thesis adapts Parrilli‘s model which recognises collective efficiency,
social capital, and cluster policy as factors contributing to the survival of MSMEs in
industrial clusters. This study specifically attempts to (1) empirically identify which
of the driving factors in MSMEs‘ survival identified in the literature have been
established by in the furniture and footwear industrial cluster of East Java, Indonesia
(2) explore the reasons for the establishment of these driving factors in this context;
and (3) examine how the factors drive these MSMEs‘ survival.
A case-study method with qualitative inquiry is applied to discover the
context of industrial clusters by identifying internal features and describing types of
inter-actor linkages in industrial clusters. Fifty-six MSME owners and/or managers
from selected furniture and footwear industrial clusters in East Java province in
Indonesia are interviewed. The results and information from the interview are then
compared, whenever possible, with available documents, projects or public
information.
This research finds that the furniture and footwear industrial clusters in East
Java-Indonesia are static industrial clusters that grow from traditional production
systems. The factors in MSMEs‘ survival in these industrial clusters are driven by
collective efficiency, social capital and government policy. Most MSMEs in these
clusters are able to survive due to the benefits gained from collective efficiency of
the clusters, some of which include information spill-over, access to pooling of
labour and efficiency in source input. Furthermore, social capital is considered as a
driving factor of MSMEs‘ survival because social capital forms, such as social value
and social networks owned by most MSME owners and managers can motivate the
owners and managers to sustain their business and cooperate to anticipate their
shortages in production and marketing. Finally, industrial-cluster policy is considered
as a driving factor of MSMEs‘ survival because this policy can create a conducive
environment and provide adequate infrastructure. This study also discovers an
association between collective efficiency, social capital, and industrial-cluster policy
within an industrial cluster dynamic.
Although the results of this study cannot be easily generated, it generates
theoretical and policy contributions. Theoretically, this thesis offers an alternative
perspective of MSMEs survival that relies on social and cultural context and adds a
ix

growing stream of literature in industrial clusters by identified interlinks between
collective efficiency, social capital and cluster-policy factors. Finally, this thesis
provides policy recommendations for both central and regional governments in
Indonesia. It recommends that the central government give local governments more
autonomy and larger budgets to support MSMEs‘ development, and that it
encourages local governments to be aware of the aspirations of industrial-cluster
actors in formulating and executing policy.
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CHAPTER 1
INTRODUCTION TO THE AREA OF THE STUDY
1.1

Introduction
Micro, small and medium enterprises (MSMEs) have long been acknowledged

by public administrators and scholars as significant actors in economic and social
development. They provide significant contributions to employment and job creation
as well as playing a vital role in poverty alleviation (Nadvi & Barrientos 2004b;
Ayyagari et al. 2007; 2007; Organisation for Economic Cooperation Development
2010; Ayyagari et al. 2011). Ayyagari et al (2011) argued that small and medium
enterprises are the biggest contributors to employment creation across countries.
Their study, which examined 47,745 firms in 99 countries between 2006 and 2010,
shows that MSMEs account for 66.76% of total permanent employment.
Furthermore, Nadvi and Barrientos

(2004b) found that MSMEs in developing

countries alleviate poverty in urban and rural areas through operating as industrial
clusters. These groups of MSMEs become the primary source of income for informal
workers in urban and rural areas. Thus, by participating in MSMEs many poor
people in developing countries can escape poverty.
The roles of MSMEs in Indonesian economic development can be seen from
the composition of firms in Indonesia. Data from Indonesian Ministry of
Cooperatives and MSMEs (Kementrian Koperasi dan UMKM) shows that almost
99% of Indonesian firms between 2005 and 2011 were micro, small, and medium
enterprises (Kementrian Koperasi dan UMKM 2009; 2012). This domination leads
MSMEs to be the main job contributors in Indonesia. There were 83,586,616
labourers employed by MSMEs in 2005, this number gradually grew to 101,722,458
by 2011. MSMEs also contributed about 57% to Indonesia‘s gross domestic product
(GDP) in 2011.
In addition, MSMEs are also acknowledged by scholars as a seedbed industry
in Indonesia. Many successful industrial clusters have emerged from groups of
MSMEs across Indonesian villages (Weijland 1999), growing from traditional local
producers to more competitive group of producers (Sato 2000; Berry et al. 2001;
Berry et al. 2002; Tambunan 2009a). Moreover, Indonesian MSMEs function as a
poverty alleviator in rural and urban areas. MSMEs‘ role as a main source of income
1

for poor families shows that they can contribute to poverty reduction (Tambunan
1994; Weijland 1999; Sandee et al. 2002; Sandee & Wingel 2002; Turner 2005).
In spite of contributing significantly to economic and social development,
Indonesian MSMEs face challenges from disruptive competitive environment, in
which they must compete with large manufacturers and foreign producers while
simultaneously coping with their limitations. The ability to take advantage of
production capabilities and exploit external opportunity are the keys to survival for
MSMEs. However, there is no consensus among scholars regarding the best strategy
for MSMEs in this environment. One hand, scholars believe that the individual
characteristics of MSME owners and managers determine the survival of MSMEs
(Rauch et al. 2009; Ahmad et al. 2010; Owoseni & Adeyeye 2012; Soriano &
Castrogiovanni 2012). On the other hand, other scholars argue that MSME survival
is determined by the firm‘s characteristics (Terziovski 2010; Bigliardi 2012; Torugsa
et al. 2012).
Sorino and Castrogiovanni (2012) argue that the MSME owner‘s industryspecific knowledge and experience are positively related to MSME survival, while
Owoseni and Adeyeye (2012), Ahmad et al (2010), and Rauch et al (2009) stressed
that the owner‘s or manager‘s entrepreneurial orientation and activities can
contribute to business survival. Thus it seems that the ability of an MSME to survive
is driven by the characteristics of the people behind the firm. If MSME owners and
managers have an adequate knowledge of the specific industry in which their
business is operating or they have a strong entrepreneurship orientation, they will be
able to survive. However, if they lack information about the industry or have a weak
entrepreneurship orientation, they will not be able to compete with large
manufacturers or foreign producers.
Some scholars have different perspectives regarding the factors determining
MSME survival. Torugsa et al (2012) argued that MSMEs‘ survival is determined
not only by the individual characteristics of the owner but by firm capability as well.
They found that MSMEs using value-creation strategies are more likely to
successfully compete. Terziozski (2010) added that innovative strategy and culture
contribute to MSME survival. Bigliardi (2012) added that strategies that incorporate
innovation in satisfying customers‘ needs and creating differentiation from
competitors, can increase MSMEs‘ financial performance. In other words, only
2

MSMEs with adequate capability and innovative strategy and culture will survive in
intensive competition, because survival is also determined at least in part by
organisational characteristics of MSMEs.
Industrial cluster scholars have argued that clustering may help MSMEs
remove developmental constraints and prepare them to encounter external
challenges. MSMEs can exploit benefits from a dense geographical location,
intensive interaction with others and social embeddedness among MSMEs in an
industrial cluster. The scholarly discussion on the concept of industrial clusters
begun with Alfred Marshal‘s work (1920) explaining the tendency of micro, small
and medium enterprises to operate in dense geographical locations (industrial
district). He explained that this tendency relies on the MSMEs‘ motivation to benefit
from industrial clustering. These motivations cover economies of specialisation
arising from inter-firm division of labour (Eisebith & Eisebith 2005; Karaev et al.
2006), economies of labour supply arising from pooling skilled labour (Rocha 2004),
economies of information and communication arising from joint production (Schmitz
1999a; Schmitz & Nadvi 1999; Weijland 1999), and acquisition of specialised skills
and the promotion and diffusion of innovation (Porter 1998a; Berry et al. 2001).
However, there have been intensive debates about the theoretical concepts
behind industrial clusters, and these concepts‘ empirical application (Gordon. &
McCann 2000; Rocha 2004; Martin & Sunley 2005; vom-Hofe & Chen 2006;
Motoyama 2008). Many scholars criticised the vague theoretical basis of the
industrial-cluster concept. Rocha (2004) and Vorm Hove and Chen (2006) argued
that the lack of a standard definition is a fundamental problem, as it allows scholars
and public administrators to misuse the term ―industrial cluster‖ to identify a wide
variety of industrial agglomerations. For instance, Porter (2000b) defined industrial
clusters as a geographically proximate group of interconnected companies and
associated institutions in a particular field linked by commonalities and
complementarities. But at the same time, scholars have also used term to refer to
MSMEs in dense geographical locations (Nadvi 1999c; Schmitz & Musyck 1999;
Becattini 2004). This difference creates the potential for theoretical confusion among
scholars.
The debate about what constitutes an industrial cluster also takes place at the
empirical level. Some studies have found that industrial clusters play significant roles
3

in boosting the competitiveness of individual firms (1998b; Porter 1998a; Porter
2000b; McDonald et al. 2006; Nakagawa 2012). By clustering, firms may take
benefit from pooling skilled workers and supporting institutions (Aylward & Glynn
2006). Additionally, clustered firm may participate in subcontract partnerships with
large manufacturers to sustain production capacity (Sonobe & Otsuka 2006) or
participate in global value chains (Pla-Barber & Alegre 2007).
Conversely, many studies indicate that industrial clusters do not always work
in sustaining MSMEs. The inter-firm division of labour and institutional support tend
to be less developed in industrial clusters (McMorick 1999; Schmitz 1999c;
Oyelaran-Oyeyinka & Lal 2006). Innovation among firms in industrial clusters is
relatively low because most of clusters are in isolated and poor areas. Furthermore,
some studies have found that industrial clusters solely generate products for local
markets with simple technology and labour (Altenburg & Stamber 1999; Schmitz &
Nadvi 1999) because industrial cluster engage mostly with informal workers
(Knorringa 1999) or informal firm (Visser 1999).
Scholarly debate on industrial clusters also examines the driving factors of
industrial-cluster dynamics. Two compelling theories attempt to elaborate the
survival of MSMEs in industrial clusters as a function of these dynamics. While one
school emphasises the business environment, collective efficiency and institutional
support (Porter 1998a; Lundequist & Power 2002; Newlands 2003; McDonald et al.
2007), the other emphasises social variables (Cooke & Wills 1999; Nadvi 1999c;
Parrilli 2007; Molina-Morales & Martinez-Fernández 2010; Nam et al. 2010; ParraRequena et al. 2010)
While abundant research supports collective efficiency and institutional
support, such as policy inducements to be key drivers of cluster development in
developing countries, social variables have often been neglected. Interestingly, some
studies have identified the significance of social variables on the cluster dynamics in
developing countries. For example, Nadvi(1999c) exhibits how social networks and
cultural values contribute to the success of the Sialkot cluster in Pakistan. Nam et al
(2010) also recognise the contribution of human and social capital to the
internationalisation of a knitwear cluster in Southern Vietnam. Although not
geographically focused, Cooke and Wills‘s (1999) research asserts the importance of
social capital to enhance the performance of clustered MSMEs. In contrasts,
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however, a recent study by Parrilli (2009) argues for a more dominant role for social
capital as the key driving factor of cluster growth, more than either collective
efficiency or policy inducements.
There may be some reasons for these contrasting perspectives and inconsistent
findings regarding industrial clusters. The different social, economic and institutional
contexts of different industrial clusters might contribute to the different views and
findings (Schmitz & Musyck 1999; Schmitz & Nadvi 1999; Smallbone & Welter
2001; Johanisson et al. 2002; 2006; Smallbone 2008; Welter 2011). Industrial
clusters examined at the different stages of development might also provide different
findings, as these industrial clusters face different internal constraint and external
challenges (Parrilli 2004; McDonald et al. 2006; 2007; Menzel & Fornahl 2009).
Because

the

industrial

cluster

concept

could

be

associated

with

entrepreneurship development, a contextualised view on entrepreneurship proposed
by Smallbone and Welter (2006) and Welter (2011) may help to explain
inconsistencies in the research on industrial clusters. According to this view, the
dynamics of industrial clusters are heavily influenced by their institutional context.
Thus, understanding of industrial-clusters dynamic should be coupled with
knowledge about the cluster‘s economy, social and institutional context.
The study of industrial clusters and MSMEs survival thus needs to be grounded
in this context. However, very few studies have employed a contextual framework
when examining MSMEs in industrial clusters. A notable exception is Parrilli‘s
(2009) study of an industrial cluster in Forli, Italy. Parrili took into account not only
economic factors but institutional factors and social determinants. He explored the
key-factors identified using the main theoretical and policy approaches to industrialcluster development, and integrated such factors within a multifaceted approach that
can explain the dynamics of industrial clusters. This study of Indonesian furniture
and footwear industrial clusters in East Java province is an attempt to examine the
driving factors of MSMEs‘s survival in these clusters. This study adopts Parrilli‘s
(2009) framework identifying economic, institutional and social factors within this
different context.
1.2

Problem Statement
Indonesian MSMEs can potentially contribute to economic and social

development. However, MSMEs face a hostile environment that puts them in a
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complicated position. On one hand, MSMEs have to mitigate their limitations
independently; and on the other hand, they have to directly compete with large
manufacturers and foreign producers. Therefore, MSMEs need a comprehensive
mechanism to help them face these circumstances.
The industrial cluster as a concept has long been discussed by scholars and
policy-makers. In an industrial cluster, MSMEs may survive by benefiting from
collective efficiency, social capital, and government support. Although there have
been only a few studies examining the relevance of industrial clusters to MSMEs‘
survival, several of these have found that numerous MSMEs emerge and grow from
industrial cluster. However, studies have also shown a high mortality rate of MSMEs
in industrial clusters. Thus, the relevance of industrial clusters to MSMEs‘ survival is
under debate. Moreover, there is no model explaining the survival of those MSMEs
that do thrive in industrial clusters.
1.3

Research Objectives
The main goal of this study is to examine the nature of specific process that

underpins MSMEs‘ survival in the industrial cluster. Based on this main goal, the
research aims to achieve the following objectives:
1.

To empirically examine which driving factors of MSMEs‘ survival identified in
the literature have been displayed by MSMEs in the furniture and footwear
industrial clusters of East Java, Indonesia.

2.

To identify the reasons for the establishment of the driving factors in the survival
of the MSMEs in the furniture and footwear industrial clusters of East Java,
Indonesia

3.

To examine how these established factors drive the MSMEs‘ survival in the
furniture and footwear industrial clusters of East Java, Indonesia.

1.4

Research Problem and Research Questions
Based on the research objectives, the main research problem could be

determining the nature of specific process that underpins MSMEs‘ survival in the
industrial cluster. The research problem can be addressed by the following specific
research questions.
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1.

Which driving factors of MSMEs survival in industrial clusters, as identified in
the literature, have been established by MSMEs in the furniture and footwear
industrial cluster of East Java, Indonesia?

2.

What are the main reasons behind the establishment of such driving factors in
the furniture and footwear industrial cluster of East Java, Indonesia?

3.

How are these driving factors applied by MSMEs in the furniture and footwear
industrial clusters of East Java, Indonesia?

1.5

Significance of Research
This study makes theoretical, empirical, practical and policy contributions. In

the theoretical aspect, this study is expected to increase understanding of industrial
clusters and MSME survival in the Indonesian context, particularly within the
furniture and footwear clusters of East Java. The findings indicate that the concept of
the industrial cluster has a different meaning in studies within developed countries to
the meaning it has in studies within the Indonesian context. This study acknowledges
that the industrial cluster in the Indonesian context refers to the geographic
agglomerations of MSMEs (in rural or urban areas) that spontaneously grow and
become places of homogeneous societies that gather around business activity. This
definition stresses the social aspect of MSMEs, in addition to its economic and
institutional aspects. In contrary, in industrial countries where industrial clusters are
well-established within conducive environments, the idea of the industrial cluster
puts attention on the issue of efficiency production and competitiveness.
In industrial countries, the industrial-cluster concept is associated with
MSME‘s ability of MSMEs to increase their sales and profitability; they are
considered to be surviving when they have sufficient sales value of their product or
can generate adequate profit for their owner. However, in Indonesia, the survival of
MSMEs is not perceived to be as simple as in industrial countries. In Indonesia,
survival means to be able to fulfil a family‘s needs and to contribute to the wider
society, as well as to be able to sustain the business operation. Thus the concept of
survival for MSMEs in this context not only covers business aspects but also
includes social contribution. These differences suggest that the understanding of the
concept of industrial clusters and its application to MSME survival must consider its
context.
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Empirically, this research could be considered as an original study exploring
MSMEs in industrial clusters within the Indonesian context, particularly in the
furniture and footwear industrial clusters of East Java. By using a qualitative
approach, this study is attempting to discover a naturalistic nuance of industrial
clusters where MSMEs can survive within their limitations. This approach allows
this study to generate deep understanding of association of industrial cluster with
MSMEs survival.
In practical term, this study gives MSMEs owners and managers an
alternative insight for sustaining their business. Survival strategies suggested by this
study for MSME owners and managers include using social capital for productive
activities, developing existing inter-firm- social relations into profitable joint actions
such as joint production and marketing, and encouraging government participation
in MSMEs‘ empowerment and industrial-cluster development.
With regard to policy aspect, this study finds several institutional burdens
eroding the survival of MSMEs in the furniture and footwear clusters of East Java,
Indonesia. These obstacles exist within the planning, implementation and evaluation
processes of Indonesia‘s policy to empower MSMEs, particularly at the local and
sub-national levels within East Java province. Thus, this study is expected to
generate significant academic inputs for policy makers-in empowering MSMEs and
developing industrial clusters.
1.6

Thesis outline
This study is organised into eight chapters. This chapter introduces the area of

the study and outlines the problem statements, purpose and research objectives,
research questions, and significance of the research. Chapter 2 gives a country
background for study placing MSME industrial clusters within the Indonesian
context. It defines MSMEs and industrial clusters and also describes the importance
of MSMEs. This chapter also describes the Indonesian furniture and footwear
sectors, where most MSMEs industrial clusters are operating.
Chapter 3 presents a critical review of the current theoretical concepts of
MSMEs and industrial clusters. It discusses the concept of MSME survival from
multiple perspectives: mainstream business, family business and informal. This is
followed by a critical review of industrial-cluster literature and a review of empirical
8

findings on the relevance of industrial clusters on MSME survival. Finally, this
chapter provides a proposed theoretical framework for the study.
Chapter 4 explains the research methodology used in this study. The first part
of this chapter describes the research paradigm, approach, methodology, design and
context. The next part explains the field works carried out by researcher, and the last
part explains the process of data analysis performed by the researcher.
Chapters 5 and 6 give the study‘s qualitative data findings based on semistructured interviews, focus group discussion, and participative observation. Chapter
5 describes the findings from the Bukir furniture cluster, including a regional profile
of the cluster, individual profiles of the participants, perspectives on MSMEs
survival and the dynamic of the Bukir furniture cluster. Chapter 6 presents these
findings for the Sooko footwear.
Chapter 7 offers a theoretical reflection on empirical findings from the Bukir
furniture and Sooko footwear clusters. To examine whether benefits of industrial
clusters (collective efficiency, social capital and government policy) are associated
with MSMEs‘ survival, the findings from the two industrial clusters are discussed.
This chapter also compares these findings to the existing literature on industrial
clusters. Finally, the theoretical framework adapted from the literature is refined.
Chapter 8 draws conclusions based on the findings of this study, and discusses its
theoretical contribution and limitations. Finally, this chapter provides suggestions for
relevant future study.
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Figure 1.1 Thesis Outline
Chapter 1
Introduction

Chapter 2
MSME Clusters in Indonesia

Chapter 3
Literature Review

Chapter 4
Research Methodology

Chapter 5
Grounded Realities:
The Bukir Furniture Cluster of
Pasuruan City

Chapter 6
Grounded Realities:
The Sooko Footwear Cluster
of Mojokerto Regency

Chapter 7
Theoretical Reflection on Empirical Findings

Chapter 8
Conclusion and Implications
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CHAPTER 2
MICRO, SMALL AND MEDIUM ENTERPRISE
CLUSTERS IN INDONESIA
“It might seem absurd to compare the traditional
industrial clusters in Indonesia with the ideal
industrial districts. Nonetheless, the Indonesian
industrial clusters show that it needs only a few
fortunate years of market expansion to create gains
from externalities and joint action.”
(Weijland, 1999)

2.1

Introduction
The previous chapter gave an introduction to the area of study, the problem

statement, the purpose and research objective, the research questions addressed by
the study and the importance of the study. This chapter reviews relevant empirical
studies examining the importance of MSMEs and industrial clusters in Indonesia.
This chapter is organized as follows. Section 2.2 presents important aspects of
MSMEs across the globe. It includes MSME‘s dominant role in firm composition
and job creation across the globe. Section 2.3 describes the existence of MSME
industrial clusters in Indonesia and examines the economic, social and institutional
contexts of the Indonesian industrial cluster. This section also reviews previous and
existing Indonesian government policy on the empowerment of MSMEs and
industrial-cluster development. Sections 2.4 and 2.5 examine the importance of
furniture and the footwear industry in the Indonesian economy. Section 2.6 provides
conclusions of this chapter.
2.2

The Importance of Micro, Small and Medium Enterprises Across the
Globe
There is growing recognition of the prominent roles played by micro, small

and medium enterprises in economic and social development. MSMEs dominate firm
configuration, create significant employment and contribute to domestic product
value addition and export values in several countries (Freeman 2004; Tambunan
2009b; Abe et al. 2010; Organisation for Economic Cooperation Development 2010;
11

Ayyagari et al. 2011). In terms of social development, it has been recognised that
MSMEs are responsible for decreasing poverty in developing countries (Tambunan
1994; Liedholm & Mead 1999; de-Kok et al. 2003; Nadvi & Barrientos 2004a).
Several studies reveal the domination of MSMEs in firm configuration in my
countries. For example an Organization for Economic Co-operation and
Development (OECD)‘s study (2010) investigated firm population based on business
scales, number of employees and the contribution to product value added in several
countries Table 2.1 shows the firm composition in selected members of OECD
member countries1, highlighting that that most firms in these countries are MSMEs.
The domination of MSMEs in firm composition ranges from 54.07% (in the UK) to
81.1% (in Finland). In the UK, 1,468,612 businesses are micro firms, 168,444 small
firms, 8,405 medium firms and 6,083 large firms. In Finland, there are 198,298 micro
firms, 12,551 small firms, 2,316 medium firms and 723 large firms. MSMEs
dominate firm composition in other OECD members, such as Denmark, Germany,
Italy, Japan, the Nederland, Sweden and Spain.
The domination of MSMEs over large enterprise in firm composition also
occurs in Asia-Pacific countries (Freeman 2004; Tambunan 2009b; Abe et al. 2010).
Abee et al (2010) found that more than 90% of firms in Asia-Pacific countries could
Table 2.1
Enterprise Population in Selected OECD Members 2007
Enterprise Scale
No.

Country

Micro

Small

1

Denmark

184,556

22,823

4,027

211,406

99.66

723

0.34

212,129

2

Finland

198,298

12,551

2,316

213,165

99.72

609

0.28

213,774

3

Germany

1,510,416

255,771

43,727

1,809,914

99.51

8,995

0.49

1,818,909

4

Italy

3,688,688

194,037

20,006

3,902,731

99.92

3,104

0.08

3,905,835

5

Japan

117,231

110,023

26,332

253,586

98.23

4,571

1.77

258,157

6

Netherland
United
Kingdom

482,035

48,300

8,405

538,740

99.71

1,550

0.29

540,290

1,468,612

168,444

27,483

1,664,539

99.64

6,083

0.36

1,670,622

7
8

Sweden

9

Spain

Medium

MSME

%

Large

%

527,618

27,340

4,861

559,819

99.82

1,012

0.18

560,831

2,511,563

175,521

22,008

2,709,092

99.88

3,305

0.12

2,712,397

Source : Organisation for Economic Co-operation and Development (2010)

2

Total

Only data with the same time basis is selected; however, the full report can be viewed at
http://www.oecd-ilibrary.org/industry-and-services/smes-entrepreneurship-andinnovation_9789264080355-en.
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be classified as MSMEs. They also found that large enterprises and corporate
multinationals only constitute a very minor percentage of firm composition in these
countries. Table 2.2 shows that 99% of firm in countries such as China, Malaysia, the
Republic of Korea and Vietnam, are MSMEs. Although the percentage is somewhat
lower in Pakistan, Singapore, Taiwan Province of China, Thailand and the
Micronesian countries large enterprises are still by far the minority.
Table 2.2
Contribution of MSMEs to Exports, Enterprises and Workforce in Selected
Asia and Pacific Countries in Various Years, 2001-2009
Country
China
India
Malaysia
Pakistan
Republic of Korea
Singapore
Taiwan Province of China
Thailand
Vietnam
Micronesia (Federated States of)

MSME share
in Export
69.2
40.0
19.0
30.0
39.0
16.0
17.0
30.6
20.0
n.a

MSME share
of total
enterprise
99.0
n.a
99.2
97.9
99.9
91.5
97.8
99.6
99.9
>90.0

MSME share
of total
workforce
74.5
n.a
59.0
78.5
87.7
51.8
77.2
69.0
77.3
20.0

Source : Abee et al (2010)
In addition, MSMEs dramatically increase their economic impact trough their
role in job creation. In countries where firm composition is dominated by MSMEs,
job creation is also dominated by MSMEs. The OECD study (2010) shows that in
the OECD countries where MSMEs dominate the firm population, MSMEs account
for the majority of employment (Table 2.3). For example, in Italy, where there are
more MSMEs than large firms, 81.1% of employees work at micro, small and
medium firms. This association also can be found in Denmark, Finland, Germany
and others. Similarly, the association between MSMEs‘ domination of firm
composition and their contribution to job creation also occurs in Asia-Pacific
countries. As table 2.2 shows in Asia-Pacific countries where MSMEs dominate firm
composition, they also provide the majority of jobs employments. For instance, in
China, where MSMEs are 99% of total firms, they provide 74.5% of jobs. Indonesia,
Malaysia, Pakistan and other Asia-Pacific countries show similar figures.
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Table 2.3
Enterprise Population in Selected OECD Member Countries
Based on the Number of People Hired, 2007
Enterprises Scale
No.

Country

1

Denmark

2

Finland

300,379

249,691

3

Germany

1,382,064

4,800,590

4

Italy

7,268,839

3,442,287

5

Japan

725,025

6
7

Netherland
United
Kingdom

8

Sweden

9

Spain

Micro

Small

Medium

MSME

%

358,017

450,174

%

Total

1,193,636

65.64%

624,733

34.36%

1,818,369

231,220

781,290

4,354,889

10,537,543

59.73%

526,723

40.27%

1,308,013

54.49%

8,800,230

45.51%

19,337,773

1,931,023

12,642,149

81.10%

2,947,050

18.90%

15,589,199

2,287,938

2,677,556

5,690,519

66.00%

2,930,874

34.00%

8,621,393

1,541,246

1,141,069

900,860

3,583,175

68.30%

1,662,989

31.70%

5,246,164

3,898,329

3,152,636

2,756,484

9,807,449

54.07%

8,329,493

45.93%

18,136,942

702,526

603,630

524,751

1,830,907

63.71%

1,042,929

36.29%

2,873,836

5,456,091

3,495,414

2,115,745

11,067,250

77.61%

3,193,120

22.39%

14,260,370

385,445

Large

Source : Organisation for Economic Cooperation and Development (2010)

Table 2.4
Enterprise Population in Selected OECD Member Countries
Based on Percent Value Added, 2007

No.

Enterprises Scale

Country
Micro

Small

Medium

MSME

Large

Total

1

Denmark

22.7

21.8

20.0

64.5

35.5

2

Finland

19.4

16.7

17.4

53.5

46.5

100
100

3

Germany

16.1

17.6

19.9

53.6

46.4

100

4

Italy

31.5

23.9

15.9

71.3

28.7

100

5

Japan

4.0

17.3

28.0

49.3

50.7

100

6

Netherland

20.6

22.6

21.6

64.2

35.8

100

7

United Kingdom

18.4

15.7

16.9

51.0

49.0

100

8

Sweden

20.3

18.2

18.1

56.5

43.5

100

9

Spain

27.5

22.7

17.7

69.0

32.0

100

Source: Organisation for Economic Cooperation and Development (2010)

The contribution of MSMEs to economic development is also indicated by
their contribution on the value added and export value. Table 2.4 shows the
percentage of value added by each business scale in selected OECD countries ;
MSMEs account for more than 50% of product value added in almost all countries
(except Japan) where the firm population is dominated by MSMEs. However, Asia14

Pacific countries differ from this trend: MSME contribute significantly to export
value only in China and India, while in other countries, such as Malaysia, Pakistan,
Singapore or Vietnam, MSMEs only account for less than 40% of total export value.
Based on this discrepancy, it could be argued that MSMEs‘ contribution to
export value tends to be lower in developing countries because MSMEs tend to be
more labour-intensive than larger enterprises, and mostly engage with domesticoriented industries. Because job creation in MSMEs entails lower capital costs than
in larger enterprises, labour recruitment become easy process and allows employees
with lows qualification to access jobs. Moreover, most MSMEs emerge and grow
from traditional production systems producing low-quality commodities. Most of
these commodities are produced for local markets with only a small portion gaining
access to global foreign markets. These circumstances create a common phenomenon
where MSMEs in developing countries are mostly associated with labour-intensive
and domestically oriented industries, such as furniture, footwear, garment or
agriculture-based industries (Sandee et al. 1994; Schmitz & Musyck 1999; Schmitz
1999c; Schmitz 1999b; Sato 2000; Sandee et al. 2002).
MSMEs play a significant role in combating poverty in developing countries
by creating jobs for the poor. Because unemployment contributes to poverty,
government commonly attempt to alleviate poverty by create a large number of jobs.
MSMEs and entrepreneurship-development programs are examples of government
program designed to achieve this goal. By promoting MSMEs and stimulating
entrepreneurship, governments expect that people, who ordinarily have no access to
formal jobs due to their low qualifications may get an opportunity to work for an ,
and thus improve the standard of living for themselves and their families. Through
this process, MSMEs become a mechanism for directly decreasing unemployment
and helping the government reduce the public expense of taking care of the
unemployment(de-Kok et al. 2003).
2.3

The Indonesian Micro, Small, and Medium Enterprise (MSME) Industrial
Cluster
Data from the Indonesian Ministry of Cooperatives and MSMEs reveals for

2005-2011 (Table 2.5) shows that almost 99% of Indonesian firms are at the micro,
small and medium scale. The number of MSMEs increase considerably over that
time, from 47,017,062 to 55,206,444, while the the number of large firms was
15

Table 2.5
Composition of Indonesian Enterprises Based on Business Scale2,
2005-2011
No.

Enterprises Scale

Year
Micro

Small

Medium

MSME

%

Large

%

Total

1

2005

45,217,567

1,694,008

105,487

47,017,062

99.99

5,022

0.01

47,022,084

2

2006

48,512,438

472,602

36,763

49,021,803

99.99

4,577

0.01

49,026,380

3

2007

49,608,953

498,565

38,282

50,145,800

99.99

4,463

0.01

50,150,263

4

2008

50,847,771

522,124

39,717

51,409,612

99.99

4,650

0.01

51,414,262

5

2009

52,176,795

546,675

41,133

52,764,603

99.99

4,677

0.01

52,769,280

6

2010

53,823,732

573,601

42,631

53,823,732

99,99

4,838

0,01

53,828,569

7

2011

55,206,444

602,195

44,280

55,206,444

99,99

4,952

0,01

55,211,396

Source: Kementrian Koperasi dan UKM (2009; 2012)
Table 2.6
Indonesian Employment by Enterprise Scale, 2005-2012
No.

Enterprises Scale

Year
Micro

Small

Medium

MSME

%

Large

%

Total

1

2005

69,966,508

9,204,786

4,415,322

83,586,616

96.85

2,719,209

3.15

86,305,825

2

2006

82,071,144

3,139,711

2,698,743

87,909,598

97.30

2,441,181

2.70

90,350,779

3

2007

84,452,002

3,278,793

2,761,135

90,491,930

97.27

2,535,411

2.73

93,027,341

4

2008

87,810,366

3,519,843

2,694,069

94,024,278

97.15

2,756,205

2.85

96,780,483

5

2009

90,012,694

3,521,073

2,677,565

96,211,332

97.30

2,674,671

2.70

98,886,003

6

2010

93,014,749

3,627,164

2,759.852

99,401,775

97,22

2,839,711

2,78

102,241,486

2011

94,957,797

3,919,992

2,844,669

101,722,458

97,24

2,891,224

2,76

104,613,681

7

Source: Kementrian Koperasi dan UKM (2009; 2012)

fluctuated trivially. Similarly, table 2.6 shows Indonesian employment by enterprise
scale during 2005 and 2011. The number of people hired by Indonesian micro, small
and medium firms gradually increased from 83,586,616 in 2005 to 101,722,458
persons in 2011. The data suggests that MSMEs have a greater potential to employ
workers than large firms, who employ only 3% of workers in Indonesia.
Most of Indonesian MSMEs naturally emerge from dense geographical
locations within desa (villages) or kecamatan (sub-districts). To form sentra industri
or industrial clusters. Scholars (Poot et al. 1990; Klapwijk 1997; Weijland 1999; Sato
2000; Sandee & Rietveld 2001; Berry et al. 2002; Hayasi 2002; Supratikno 2004;
Marijan 2006; Posthuma 2008; Brata 2009; Tambunan 2009a; Mourougane 2012)
2

The enterprise scale relies upon the Indonesian Law Number 20/2008, Empowerment of Micro,
Small, and Medium Enterprises.
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consider that the use of ―industrial cluster‖ to describe the agglomeration of
Indonesian MSMEs in this context is appropriate because there is no rigid term
describing geographically agglomerated MSMEs (Marshall 1920).
Identifying an economic, social and institutional context would be fruitful to
seek understanding of the specific characteristics of Indonesian industrial clusters.
According to Gamage and Wickramasinghe (2012), a context-sensitive approach is
important to understand deep-rooted settings in the society and culture of many
developing countries, since the mainstream entrepreneurship likely ignores the
complexity of daily life within these countries. Welter (2011) asserted that taking
the economic, social and institutional context into account allows an understand
about when, how and why entrepreneurship phenomena emerge.
The Indonesian industrial cluster can be considered as a local production
system that mostly engages with the informal economy in rural areas. Most
Indonesian industrial clusters emerge from traditional activities of the local
community, where production of specific products has gone on for a long time
(Weijland, 1999). In early stage of development, rural communities produce certain
products for individual needs. Later, they attempt to provide the commodity not only
to meet their own needs, but also to sell to the market. The expanding of this
economic activity within local community invites entrepreneurs to start up new
businesses in the surrounding area. Yet the expansion of this economic activity has
no impact on increasing the qualifications or skills of workers in the newly forming
industrial cluster. The flexibility of MSMEs in hiring allows those with no-formal
job qualifications and low competitiveness to work in industrial clusters in rural
areas (Sandee et al. 2002). Such workers are paid by MSME owners in through a
―piece rate wage system‖3. In addition, many MSME owners also employ unpaid
workers, particularly family members. This system commonly take place in
industrial districts, particularly where poor micro and small business are located
(Weijland 1999). Although several MSMEs may benefit from the local external
economy and joint action (Sandee & Rietveld 2001; Berry et al. 2002; Brata 2009),
Tambunan (2005) argued that most Indonesian clusters remain producer-oriented,
with only few operating with a market orientation.

3

In such system, wages (usually paid weekly) are determined by the quantity of product a worker
produces.
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The social context of Indonesian industrial clusters can be traced to the
dynamic community life where industrial clusters emerge. Klapwijk (1997) argued
that the value-creating system underlies all local community activities, including
economic activity, and asserted that industrial clusters are an outcome of the ties
between the traditional endogenous entrepreneurs in the cluster with similar local
cultural value. Social economic hierarchies, land ownership, social networks and
MSME manager‘ family bonds all contribute to the formation of informal workforces
with strong commitment, as mentioned by Weijland (1999). This phenomenon also
exists in urban areas, where successful entrepreneurs use bonding and bridging social
capital to support their business (Turner 2007).
Although MSMEs‘ contributions to the Indonesian economy have been
widely acknowledged, the institutional context of Indonesian industrial clusters
shows that the government has limited impact on industrial-cluster development.
Most Indonesian industrial clusters have grown spontaneously from community
economic activities independently of government intervention. Poot et al. (1990),
Weijland (1999) and Marijan (2006) argued that clustering of micro, small, and
medium firms may simply take place when certain bulky resources are available only
at a certain location. No micro clusters are directly designed by the government. The
Indonesian government and non-governmental organisations have initiated several
programs or projects to stimulate the development of MSME clusters in Indonesia,
but it seems that these programs contribute in only a limited was (Sandee et al. 2002;
Tambunan 2005; 2007).
2.4

Indonesian Government Policies on Micro, Small and Medium Enterprise
Empowerment and Industrial-Cluster Development
The legal basis of Indonesian policy on SME empowerment, and industrial

cluster development is Indonesian Law 20/2008. This law states that activities to
empower MSMEs and develop industrial clusters are responsibility of the
government and private sector, but the law also encourages public participation. The
Indonesian Ministry of Cooperation and MSMEs and the Small and Medium
Industry Directorate General of Industrial Ministry are central government bodies
with the authority to formulate policy and manage programs for industrial clusters
and MSME development. Besides these government bodies, many international
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organisations, and domestic non-governmental organisations actively participates in
programs to support the development of industrial clusters and MSMEs.
In Indonesia, the MSME-development program is defined as collaborative
empowering efforts performed by the central and local government, private sector,
and communities to create a conducive environment and to support MSMEs‘
development (Indonesian Law Number 20/2008). Indonesian law 20/2008
furthermore, mentions that to support the competitiveness of MSMEs, the Indonesian
government uses two approaches to strengthen MSME; indirect and direct approach.
The former aims for creating conductive business environment, while the latter aims
for directly removing the developmental barrier of MSMEs and for stimulating the
MSME‘s development. The Law explains, further that the indirect approach is under
the government authority, while the direct approach is the domain of government,
private sector, and society. It means that strengthening MSMEs is not only
government‘s role but it also the responsibility of other stakeholders, such as private
enterprise, education institution or non-governmental organization.
As part of the MSMEs empowerment industrial-cluster policy in Indonesia
has gained prominence in the

last decade scholars have been attempting to

understand of the geographical agglomeration of Indonesian MSMEs from the a
policy perspective. Hill (2001) argued that the Indonesian government, too, has been
paying more attention

to empowering MSMEs,, initiating several progrthe

Indonesian government, too, has been paying more attention

to empowering

MSMEs,, initiating several program to stimulate the development of MSMEs in
industrial cluster, such as the creation of lingkungan industri kecil (small-scale
industry areas), and

pusat industry kecil (small industry estates),and the

establishment of unit pelaksana teknis (technical-service units) in several industrial
clusters.
Tambunan (2005) added that the industrial-cluster policy suits the Indonesian
MSMEs, which vary across the sectors and are spread across a variety of locations.
The industrial-cluster policy can accommodate these variations by focusing on
certain MSMEs in specific locations. By implementing this policy, Indonesian
government can focus on solving problems faced by MSMEs and effectively
promote their development.
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Table 2.7
MSME Policy Initiatives in Indonesia
(1969-2000)
(1) Technological Initiatives
1969
Establishment of MIDC (Metal Industry Development Centre)
1974
Establishment of BIPIK (Small Industries Development Program)
1979
As a part of BIPIK, LIK (Small-Scale Industry Areas), and PIK (Small Industry Estates)
were established and technical assistance to SMEs was intensified through the UPT
(Technical Service Unit) staffed by TPL (Extension Field Officers)
1994
BIPIK was replaced by PIKIM (Small-scale Enterprises Development Project)
(2) Marketing Initiatives
1979
A reservation scheme was introduced to protect certain markets for SMEs
1999
The anti-monopoly law included explicit provisions to support SMEs
(3) Finance Initiatives
1971
PT ASKRINDO (was established as a state-owned credit insurance company
1973
KIK (small investment credits) and KMKP (working capital credits) were introduced to
provide subsidised credit for SMEs
1974
KK (small credit), administrated by Bank Rakyat Indonesia, was launched; subsequently in
1984 it was changed to the KUPEDES (General Rural Saving Program) scheme, aimed at
promoting small business
1989
SME loans from state-owned enterprises were mandated
1990
The subsidised credit programs were transferred from the Central Bank to PNM (stateowned corporation for SMEs) and Bank Export Indonesia
2000
All government credit programs for SME to be abolished
(4) General initiatives
1978
A Directorate General for Small-Scale Industry was established within the Ministry of
Industry
1984
The Bapak Angkat (―foster parent‖) scheme was introduced to support SMEs, in 1991 it was
extended nationally
1991
SENTRA group of SME) as an industrial cluster was organised under the KOPINKA
(Small-Scale Handicraft Cooperatives)
1993
The Ministry of Cooperative was assigned responsibility for small business development
1995
The Basic Law for promoting small-scale enterprises was enacted
1997
The Bapak Angkat program was changed to become a partnership (Kemitraan) program
1998
The Ministry of Cooperative and Small Business added medium-scale business to its
responsibilities
1998
Under Minister Adi Sasono, the promotion of SMEs as part of the people‘s economy
(Ekonomi Rakyat) became a national slogan.

Source: Hill (2001) and Thee (2006)

However, Marijan (2006) argued that the Indonesian government has not effectively
implemented its industrial-cluster policy. He added that the policy has had limited
impact on MSMEs‘ survival in Indonesia. He found bureaucratic burdens have
eroded the effective of industrial cluster policy implementation. Lack of coordination
between government institutions and local government‘s limited financial capacity
are likely to prevent MSMEs from benefiting the industrial-cluster policy.
Several studies (Saleh 1986; Poot et al. 1990; Hill 2001; SMERU 2004;
Tambunan 2005; Marijan 2006; Mourougane 2012) have examined the Indonesian
government policy to stimulate the development of MSMEs and industrial clusters.
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In their study, most of these scholars traced the implementation of this policy back to
the new order era4. For instance, Saleh (1986) found that the Soeharto regime had a
receptive policy toward micro and small industry development as reflected in the
economy-development strategy to remove structural gap between MSME and large
enterprise. This policy entailed several programs, such as creating a conducive
business climate, strengthening partnerships between small and large firms,
providing technical and financial assistance, facilitating infrastructures and fostering
industrial development centres. Hill (2001) echoed that MSMEs were a clear and
consistent government priority during this period as reflected in several key
government documents, such as five-years plans (Repelita), the Broad Outline of
Government Policy (GBHN) and many official statements that emphasised on the
importance of MSME development.
In regard to the Indonesian government‘s efforts to promote the development
of MSMEs in this period, Hill (2001) classified the relevant policy instruments into
three broad areas; financial assistance technical assistance, and regulation and
coercion (Table 2.7). Financial assistance involved subsidised credit and a certain
percentage of the bank or state-owned enterprise portfolio that is allocated for these
firms. Technical assistance entailed a training scheme, an extension service, a
specialised vocational program, and a domestic and international marketing advisory.
Regulation and coercion compelled private-sector and state-owned enterprises to
participate in a sub-contracting scheme, ―foster parent‖ (bapak angkat) initiatives, a
preferential government procurement program and a reservation scheme in which
only firms of a certain size were permitted to produce certain goods.
Recently, public and private institutions have initiated various programs to
support the development of MSMEs. However, it is hard to identify the entire range
of programs aimed at empowering MSMEs in Indonesia. The SMERU research
insitute‘s mapping of assistance programs to strengthen micro businesses in
Indonesia during the period 1997-2003 is helpful identifying relevant actors and
programs. This study was carried out between 1997 and 2003 and covered six
regencies/cities; Sukabumi (Western Java), Bantul and Kebumen (Central of Java),
Surabaya (East Java), Padang (West Java) and Makasar (South of Sulawesi). Table
2.8 and table 2.9 present main findings. Table 2.8 exhibits the number of institutions
4

New order is the second Indonesia regime under President Soeharto, it occurred during 1969-1997.
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and assistance programs to strengthen micro, small, and medium enterprises in
Indonesia. There are 64 institutions involve in 594 assistance programs to strengthen
small and microbusinesses and these programs. The majority of these programs were
provided by government (65%). Other programs were conducted by NGOs (18%),
donor agencies (8%), banking institutions (5%), private companies (2%), and other
institutions (2%).
Table 2.9 shows these programs in detail. The first type of assistance to
promote MSME is capital assistance. This program consists of activities providing
soft loan from financial institutions for micro business, and financial support from
state-owned enterprises.

Table 2.8
Institutions and Assistance Programs
to Strengthen Micro, Small, and Medium Enterprises, 1997-2003
No

Institutions

No. of
Institutions

1
2
3
4
5
6

Government institutions
Banking institution
Private companies
Donor agencies
NGOs
Other
Total

13
7
10
8
20
6
64

Number of assistance programs
%
Still continuing
Total
%
388
65
127
32.7
31
5
25
80.7
12
2
12
100
46
8
15
32.6
109
18
79
72.5
8
2
8
100
594
100
266
44.8

Total

Source: SMERU (2004)
Table 2.9
Proportion of Assistance Programs to Strengthen Micro, Small, and Medium
Enterprises Based on Type of Activities and Implementing Institutions.
Type of assistances
Capital assistance
Training
Facilitation
Information
Facilities
Promotion
Dissemination of new technology
Guidelines
Others
Total

1
5.3
21.1
11.3
1.9
16.2
3.0
27.9
4.3
9.0
531

Source: SMERU (2004)
*)

1. Government institutions
2. Banking institution
3. Private corporation
4. Donor agencies
5. NGOs
6. Other institution
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2
52.9
13.7
9.8
7.8
2.0
3.9
0
0
9.8
51

3
25.0
22.2
19.4
2.8
5.6
13.9
0
0
11.1
36

4
21.0
19.0
7.6
3.8
8.6
6.7
6.7
0
26.7
105

5
29.6
29.6
28.7
1.6
1.0
1.0
1.3
0.7
7.2
307

6*)
28.6
21.4
0
21.4
0
7.1
0
0
21.4
14

Total
17.3
22.9
16.1
2.6
9.7
3.3
15.2
2.4
10.5
1,044

The next program involves MSME managers/owners in relevant training, such as
designing new products, using new machinery, or producing elementary financial
statements for their business. The third program is supervision for MSMEs which
allows the MSME manager/owners to apply skill or implement the knowledge gained
from training to their firm under the supervision of experts. The guidance program
aims to help MSME managers/owners promote their business independently. The
fifth program is sharing information about market access, raw materials or
technology from supporting institutions. Disseminating technology and providing
facilities, such as new production machinery are others type of assistance promoted
by supporting institutions; these programs boost innovativeness among MSMEs.
Finally, supporting institutions promote MSMEs through trade fair, exhibition or
study excursion in related industries. Table 2.9 shows that government institutions
more often introduced new technology (27.9%) and provided training (21.1%),
whereas other institutions mostly provided capital assistance. Of all the institutions
that provided assistance, government institution had the most prominent role
(50.9%), followed by NGOs (29.4%) and donor agencies (10.1%). Based on the type
of activity, training was most commonly organised by government institutions
(46.9%) and NGOs (37.2%). Capital assistance was mostly provided by local and
international NGOs (50.3%), followed by government institutions (15.5%) and
banking institutions (14.9%). Facilitation was mainly provided by NGOs (52.4%)
and government institutions (35.7%).
2.5

The Indonesian Furniture Industry
―Furniture industry‖ refers to the industry processing raw material in the

forms of wood, rattan, and other natural materials into finished furniture product with
adding value and benefit (The Indonesian Ministry of Industry 2011). This industry
plays an important role in Indonesian economic development because it absorbs a
massive number of Indonesian workers and involves large numbers of MSMEs
(Tambunan 2005; Marijan 2006; Sugarda & Tambunan 2009). Indonesian furniture
industrial clusters concentrate in Java Island, but 14 out of 34 Indonesian provinces
(states) how have furniture industrial clusters. (Tambunan 2005; Sugarda &
Tambunan 2009).
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Besides providing significant employment for formal and informal workers,
the furniture industry plays a significant role in the Indonesian economy through
exports. Wood furniture accounts for three-quarters of total Indonesian furniture
exports, followed by rattan (20%), metal, bamboo, plastic and other. This sector
together with other wood products accounts for the lowest 1.3% to the highest 1.5%
of GDP for the period 2004-2009 (Figure 2.1). In East Java where this study was
carried out, the furniture industry constituted around 46 to 50% of the furniture
industry nationally. Figure 2.2 describe the export growth of the East Java furniture
industry from 2001 to 2006. In 2002 furniture exports value reached US$
459,453,980: in 2005 they reached US$ 561,125,851. On average East Java export
growth from 2001 to 2005 was 4%.
Another way in which the furniture industry is important to the Indonesian
economy is that this sector can stimulate the development of MSMEs. Roda (2007)
identified three types of firms that constitute of the Indonesian furniture industry:
integrated enterprises that produce finished or semi-finished products from an input
of unprocessed wood; groups of enterprises (log parks and sawmills) that specialise
in initial processing of raw material to produce simple sawn timber for furniture
producers; and groups of firms made up of workshops in which the input comprises
sawn timber and various components, pieces and sets of products at different stages
of production, which are then assembled into a finished product. She added that most
MSMEs are the first type of firm producing finished or semi-finished furniture, while
large enterprises tend to be the third type of firm.
To create collective efficiency, this industrial composition creates subcontracting partnership (Marijan 2006; Andadari 2008). These partnerships often
occur between MSMEs (the first type of producers) and the leading furniture
producer (the second and the third type of firm). These activities provide mutual
benefit for the actors. The MSME may benefit from continuous job orders, and
leading furniture firm can take profit from efficient production processes.
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Source: Sugarda and Tambunan (2009)

Source: Narjoko (2008)
2.6

The Indonesian Footwear Industry
"Footwear industry‖ refers to the industry producing various types of shoes

and sandal from leather or rubber materials in Indonesia. This industry engages two
main types of producers; large manufactures using medium production technology to
produce globally branded product-based job orders from foreign principals, such as
Nike, Adidas or Reebok; and micro, small and medium –scale enterprises generating
cheap product for local market (Saptia 2006). Besides having a different production
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system, these two types of footwear producers can be distinguished by their
organisational nature and their location; if large manufacturers are owned by global brand principal and are located individually in certain industrial area; micro, small
and medium producers are family businesses in industrial clusters.
The Indonesian footwear industry accounts for the lowest 2.1 % to the highest
3.5% of GDP for the period 2004-2009. The footwear industry also contributes to the
Indonesian economy through employment creation. Figure 2.3 shows the increasing
number of workers in the Indonesian footwear industry from 413,000 in 2007 to
650,000 in 20011. However, this data excludes the significant number of informal
workers involved in MSMEs: thus the real number of people employed by the
Indonesian footwear industry is larger than the figure shows. The contribution of the
footwear industry on the Indonesian economy is further demonstrated by the export
value of this sector, which increased from US$1,638 million in 2007 to US$3,303
million in 2011; this value reached US$2,091 million in the first semester of 2012.

Source : Indonesian Footwear Association (2012)
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Source: Indonesian Footwear Association (2012)

2.7

Summary
MSMEs have long been acknowledged as prominent actors in economic and

social development. These business entities dominate firm composition and provide
relatively large numbers of job opportunities in several OECD member countries, as
well as in Asia-Pacific countries, where about 99% of firms is micro, small and
medium firms. These business entities also provide the majority of formal job
employment in these countries. Although there is no adequate data indicating the
relationship between MSMEs and poverty alleviation, several studies have found
MSMEs play a significant role in combating poverty in developing countries by
providing the poor wider access to income. In Indonesia, MSMEs account for about
99% firms and job creation.
Indonesian MSMEs exhibit particular geographical characteristics, as most,
including those in the furniture and footwear industries in East Java province, emerge
and grow from groups of firms in close proximity. Scholars and public administrators
have paid attention to MSMEs‘ tendency to group together, although scholars have
predominantly investigated the relationship between MSMEs‘ tendency to group in
dense geographical locations and their survival, while the government has focused
more attention on the use of the industrial-cluster approach in promoting MSMEs.
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The economy, social and institutional context of Indonesian suggest that most
of industrial clusters in Indonesia are domestically oriented, bound by local value
systems and growing spontaneously. The existence of MSMEs in Indonesian
industrial clusters is also made more difficult by internal limitations and external
challenges, and by bureaucratic burdens hindering their success and that of the
industry-cluster development policy implemented by the Indonesian government.
However, MSMEs in several industrial clusters, such as furniture and footwear
industrial clusters of East Java province, Indonesia, survive and contribute to local
and national economic development. Therefore, it is interesting to seek deep
understanding about Indonesian MSMEs‘ survival within the industrial cluster
framework.
To theoretically support this study, the next chapter will review the literature
examining MSMEs and industrial clusters, and present a theoretical framework
explaining the driving factors of the industrial-cluster dynamic.
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CHAPTER 3
LITERATURE REVIEW

3.1. Introduction
The previous chapter discussed the existence of MSMEs in industrial clusters
in Indonesia. It explained the significance of MSMEs to Indonesian economic and
social development. The chapter also explained distinctive features of Indonesian
MSMEs that have drawn scholars to conduct further research, and the geographical
features that have driven policy makers to formulate initiatives to support and
strengthen industrial clusters.
This chapter aims to provide theoretical basis for this study by critically
reviewing the literature examining MSMEs and industrial clusters. This chapter is
organised as follows: Section 3.2 discusses the concept of MSMEs in general: it
defines MSMEs, and discusses the reasons for their survival. Section 3.3 reviews the
concept of industrial cluster and outlines the driving factors of its dynamic. Section
3.4 explains MSME survival in industrial clusters. Section 3.5 sets out the theoretical
framework employed by this study. Section 3.6 presents concludes the chapter.
3.2. General Concept of Micro, Small, and Medium Enterprises (MSMEs)
This section reviews the literatures examining micro, small, and medium
enterprises (MSMEs); definitions and distinctive features of MSMEs; MSMEs as
family business and as components of the informal economy; and factors in their
survival.
3.2.1. MSMEs definitions
Although MSMEs have been researched by scholars and described in
organisations‘ official reports, they have no universally accepted definition. Thus, it
is interesting to seek common ground in the literature. Two approaches are most
commonly used to define MSMEs: quantitative and qualitative (Curran & Blackburn
1994). In the quantitative approach, definitions of MSMEs rely on measures such as
number of employed, turnover or assets. In contrast, the qualitative approach defines
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MSMEs based on non-numerical features, such as ownership, management style or
family-ownership composition.
3.2.1.1. Quantitative definitions of MSMEs
The quantitative approach generates various definitions of MSMEs. The
United States Agency for International Development (USAID 2007) compiled
definitions from several international institutions (Table 3.1). The European
Commission (EC) defines MSMEs as business entities with <10, <50 and <100
employees respectively, or firms with initial capital valued at <$3; ≤13 and ≤56
million respectively. Similarly, the Multi Investment Guarantee Agency (MIGA)
and International Finance Corporation (IFC) defines MSMEs as having fewer than
300 employees and with financial capital valued at less than ≤ $15 million. AsiaPacific Economic Cooperation (APEC) defines MSMEs as firm with fewer than five
employees. The United Nations Industrial Development Organisation (UNIDO)
defines MSMEs using similar values of initial capital $42,300 and employing
<10,<50 and ,250 people respectively. It seems that there is no standard definition of
MSMEs among organisation although they use similar quantitative measures.

Table 3.1
Institutionally Based Definitions of Micro, Small and Medium
Enterprises
Institutions
European Commission
(EC)
Multilateral Investment
Guarantee Agency
(MIGA)
International Finance
Corporation (IFC)
Asia-Pacific Economic
Cooperation (APEC)
United Nations
Industrial Development
Organization (UNIDO)

Business scale
Small scale

Micro scale

Medium scale

No.
employed

Initial
capital

No.
employed

Initial
capital

No.
employed

Initial
capital

<10

≤$3
million

<50

≤$13
million

<100

≤$56
million

-

-

<50

≤$3
million

<300

≤$15
million

-

-

<50

≤$3
million

<300

≤$15
million

<5

-

5-19

-

20-90

-

1-9

≤$42,300

10-49

≥$42,300

50-249

≥$42,300

Source : USAID (2007)
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Nor does there seem to be a standard definition of MSMEs among Asian
countries, table 3.2 shows firm categories determined by number of workers and by
asset value across the Asian countries. Most of these countries acknowledge micro
enterprises as the smallest business entity, but their quantitative measures vary. An
enterprise that would be categorized as micro in Vietnam or Cambodia is categorized
as small enterprise in Brunei Darussalam, Indonesia and Laos. According to the
classification used in the Philippines, an enterprise that employs between five and 50
is classified as small or medium enterprise in Indonesia or Lao. As a final example,
enterprises considered medium in most Asian countries are classified as a small in
China.
Table 3.2
Asian Countries’ Definitions of Micro, Small and Medium
Enterprises
Countries1

Micro scale
No.
Fixed/
Employed
producti
ve assets

Brunei
Darussalam

≤5

Indonesia

≤4

Business scale
Small scale
No.
Fixed/
Employed productive
assets

-

6-50
5-19

≤5

≤ Rp
50m
-

Philippines

≤9

≤ P 3m

10-99

Singapore

-

-

Thailand 3

≤4

≤ 50

-

50-200

Vietnam
Myanmar

≤ 10
<9

10-49
10-49

< 11

Lao PDR

≤4
≤5

-

≤ 300

-

INR ≤
2.5m

-

≤9

PR < 2m

10-35

US$50,000
–250,000
K < 250m
RMB <
40m
INR 2.5m–
50m
PR 2m–
20m
Tk _15m

50-299
< 200/100

Cambodia

< THB
50 m
US$
50,000
K <70m

>Rp 50m –
≤ Rp500m
< P 3m –P
15m
-

Malaysia

China

3

India
Pakistan

2

5-50

11-50
5-19

-

Medium scale
No.
Fixed/
employed
productive
assets

Bangladesh
≤ 10
10-49
Note
(1) Only countries with adequate data were listed,
(2) 2, 3,4 Classification in manufacturing and its related service

51-100

-

20-99

≤Rp2.5bn

51-150

< P 15m –P
100m
< S$ 15 m
THB 50m–
THB 200m
US$250,000–
500,000
K < 1200m
RMB 40m–
400m
INR 50m–
100m

100-199
≤ 199

51-100
20 – 99
300-3000

36-99

PR 21–40

50-99

Tk 15m–100m

Adapted from Tambunan(2009b)

Although quantitative definitions vary widely, they are commonly used by
government and organisations (USAID 2007; World Bank 2007; Tambunan 2009b;
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Ayyagari et al. 2011) because of their relatively simplicity and objectivity. However,
this type of definition cannot be applied in all contexts since employment and initial
asset value are dependent (Curran & Blackburn 2001) and the data is hard to gather
because MSME owner-managers are often not familiar with financial statements
(Cochran 1981; Jarvis et al. 2000). Therefore, there is a need for an alternative
definition of MSMEs.

3.2.1.2. Qualitative definitions of MSMEs
A qualitative approach distinguishes MSMEs from large companies using
qualitative criteria such as management style, characteristics of personnel,
organisational features, sales identification, buyers‘ relationships, production and
research and development (Curran & Blackburn 2001; USAID 2007). Table 3.3
compares MSMEs and large enterprises using some of these qualitative categories.

Table 3.3
Qualitative Characteristics of MSMEs and Large Enterprises
Category
Management

Personnel
Organisation
Sales
Buyer‘s
relationships
Production
Research and
development
Finance

MSMEs
 Proprietor-entrepreneurship
 Functions linked to
personalities
 Lack of university graduates
 All-round knowledge
 Highly personalised
 Competitive positions not
defined and uncertain

Large Enterprises
 Manager- entrepreneurship
 Division of the labour by subject
 Dominance of university of
graduates
 Specialisations
 Highly formalised communications
 Strong competitive position

 Unstable

 Based on long-term contracts

 Labour-intensive
 Following the marker,
intuitive approach
 Role of family funds, selffinancing

 Capital-intensive, economies of scale
 Institutionalised
 Diversified ownership structures,
access to anonymous capital market

Source : USAID (2007)

MSMEs are often directly managed by their owners as opposed to larger
enterprises, which tend to enforce strict separation between ownership and
management function. Consequently, managerial functions are directly linked to the
owner‘s personality. MSMEs owners usually have limited formal education but can
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poses ―all-around knowledge‖, while large-enterprise managers and or owners
commonly hold university degrees and are specialists in their field. The organisation
culture of MSMEs is often that of a family businesses that allows highly personalised
contact within the organisation, while large enterprises tend to apply good corporate
governance and use more-formal communication.
The personalisation of business is also shown by a qualitative-financial
category of MSMEs. In this category, MSMEs are viewed as a source of family
funds, thus business revenue directly becomes family income (Curran & Blackburn
2001; Matlay 2002; Booth 2004; Abe et al. 2010; Poza 2010). This is in contrast to
large enterprises, which act seek profits for their stakeholders, thus all business
transactions should be recorded and reported to the stakeholders. The next qualitative
criterion is production category. This category considers MSMEs as significant
actors in a labour-intensive industry (Sandee et al. 1994; Schmitz & Musyck 1999;
Schmitz 1999c; Schmitz 1999b; Sato 2000; Sandee et al. 2002), while large
enterprises are viewed as capital-intensive firms that aim to pursue economies of
scale. The last qualitative category is research and development. MSMEs approach
research development intuitively by following the market trends, while large
enterprises seriously invest money to carry out research and development of both
markets and products.
Wynarczyk et al (1993) proposed three aspects that distinguish MSMEs from
large firms: uncertainty, innovation and evolution. First, MSMEs are linked to
uncertainty in the sense of being price-takers and lacking in customer base,
resources, and survival ability in the face of external influences. Meanwhile,
MSMEs‘ products or services are considered innovative not as the result of costly
research, but mostly due to their uniquely different varieties. Only rarely do they
result from innovatory research, where their product or market solutions are launched
earlier than those of larger firms‘. Wynarczyk et al (1993) argued that MSMEs are
showing a greater tendency to experience more variations than larger firms do, which
can be seen in the multifaceted, complex process experienced during MSMEs‘
evolution from small to large firm.
In addition, Tambunan (2009b) offered aspects such as formality,
organisation and management, nature of the employer, market orientation, socioeconomic profiles of the owners, nature of employment, degree of mechanization
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(nature of production process), sources of raw materials and capital, external
relationships and degree of women‘s involvement as entrepreneurs, as qualitative
criteria of MSMEs across Asian countries.

Table 3.4
Main Characteristics of Micro, Small and Medium Enterprises
in Asian Countries
Aspect
Formality

Organisation
and
management

Nature of
employment
Nature of
production
process

Market
orientation

Social and
economic
profiles of
owners

Sources of
inputs

External
networks

Women
entrepreneurs

Micro firm
Operate in informal
sector (unregistered and
pay no taxes)
 Run by the owner
 No internal labour
division
 No formal management
and accounting system
(bookkeeping)

Small firm
Some operate in formal
sector (registered and
pay taxes)
 Run by the owner
 No labour division,
 No formal
management and
accounting system
(bookkeeping)

Majority use unpaid
family members
 Degree of
mechanisation very
low/mostly manual
 Level of technology
very low
Majority sell to local
markets and for lowincome consumers

Some hire wage
labourers
Some use up-to-date
machines

 Uneducated from poor
households
 Main motivation:
survival

Majority use local raw
materials
and use own money

Majority have no access
to
government programs
and no business linkages
with large enterprises

Ratio of female to male
entrepreneurs is high

Medium firm
All operate in formal sector,
(registered
and pay taxes)
 Many hire professional
managers
 Many have labour division
 Formal organisational
structure,
 Formal accounting system
(bookkeeping)
All hire wage-labours, some have
formal recruitment system
Many have high degree of
mechanisation/access to modern
technology

 Many sell to domestic
 All sell to domestic market and
market and export
many also export
 Many serve middle- to
 All serve middle- and highhigh-income groups
income consumers
as well as low-income
 Some have good
 Majority have good education
education
 Many are from wealthy
 From non-poor
families
households
 Main motivation: profit
 Many have
business/profit
motivation
 Some import raw
 Many use imported raw
materials
materials
 Some have access to
 Majority have access to formal
banks and other
credit sources
financing
Many have good
 Majority have good access to
relations with
government programs
government and have
 Many have business linkages
business linkages (such
with Large enterprise
as subcontracting) with
(including MNCs/FDI)
large enterprise
(including MNCs/FDI).
Ratio of female to male
Ratio of female to male
entrepreneurs is high
entrepreneurs is low

Source ; Tambuna(2009b)

34

First, MSMEs are considered as vital component of the informal sector: in
other words, the sector that includes economic activities in which unregistered firm
engage with informal labors (Schneider & Enste 2000; Becker 2004; Hudson &
Wehrell 2005; LaPorta & Shleifer 2008). Since the formal sector cannot create a
balanced allocation of economic resources for its participants, the informal sector
becomes the locus of illegal but legitimate activities (Gёrxhani 2004; Webb et al.
2009). In addition, this sector is also associated with economic exchange activities
that rely on the strong interpersonal relationships between its participants, and
between employers and workers (London & Hart 2004; Li & Zhou 2010). Informal
economic activity can lower both entry barriers for new MSMEs and overhead costs
for existing MSMEs (Becker 2004; Tipple 2005) thus enhancing MSME‘s chance for
survival.
In their organisational structure and management style, MSMEs are
considered generally to lack good corporate governance, which is inhibited by the
fact that these firms have small workforces and strong family ties between owners,
managers and workers; for instance, there is no separation of family and business
management (Abor & Biekpe 2007). However, on the positive side, strong social
relations between owners and workers allow owners to actively engage in the daily
operations in workshop, thereby maintaining communality with employees and to
watch over the labour process (Bowles & Gintis 2002). This creates an opportunity
for gradual improvement of production through transfer of knowledge from owner to
employee (Smart & Smart 2005).
Another aspect that distinguishes MSMEs from large enterprises is the nature
of the peoples behind the MSMEs. These business entities are commonly owned and
managed by entrepreneurs with poor families and very limited education (Tambunan
1994; Turner 2007) and employ informal workers or workers with non-formal skills
and limited education (Sandee et al. 2002; Abe et al. 2010). As a result, owners and
managers tend to incorporates social rationales- such as motivation for continuing
their family business and responsibility for empowering their family members,
relatives and neighbours as well as economic rationale in their decision-making
(Turner 2007).
The nature of the production process and market orientation also differs
between MSMEs and large enterprises. Since MSMEs mainly source local raw
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materials and use low technology production processes, their marketing strategy
focuses on niche markets where economies scale in production are not the main to
competitiveness. In the other words, passive marketing in the domestic market is a
production and marketing feature of MSMEs (Supratikno 2004).
The last aspect that differentiates MSMEs from large enterprises is gender of
the owner or manager. Most MSMEs are owned and managed by male entrepreneurs
typically survive better (Mead & Liedholm 1998), as female entrepreneurs are
responsible for taking care of both business and their families. Ford and Parker
(2008) added that the latter tends to dominate, as women devote enormous amounts
of time to bearing and breastfeeding children-up to two years per child. Thus,
women have less chance to access job opportunities, especially in the informal sector
(Tipple 2005). This phenomenon is reinforced by social constructions within
patriarchal society that gives men wider economic and social opportunity and agency
(Adamson 2007). Hence, the phenomenon of women‘s participation in the informal
sector, including as owners and managers of MSMEs more reflects a family survival
strategy to earn additional income rather than an entrepreneur orientation to develop
the family business (Tambunan 1994).
By combining quantitative measures and qualitative criterion of firms,
researchers may reduce potencies of bias in defining MSMEs. However, the
heterogeneity of MSMEs across the sectors, along with differences attributable to
geographical and other contexts cannot be neglected. Therefore, using definitions of
MSMEs which are appropriate to the context of MSMEs is important for the study
(Storey 2005; Welter 2011; Gamage & Wickramasinghe 2012). The next section will
defines MSMEs in the Indonesian context.
3.2.1.3. Definition of MSMEs in Indonesia
Indonesian scholars and public administrators commonly use two definitions of
MSME. The first relies on Indonesian Law 20/2008 about Micro, Small, and
Medium Enterprises. This law defines a micro enterprise as a business entity with
total initial assets (excluding land and building) of up to Rp. 50 million (about AU$
5,555 at the October 2011 exchange rate) or with annual sales up to Rp. 300 million;
a small enterprise as having total initial assets between Rp. 50 and 500 million or
annual sales between Rp. 300 billion and Rp. 2.5 billion; , and a medium enterprise
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as having total initial assets between Rp. 500 million and Rp.10 billion or annual
sales between Rp 2.5 and Rp. 50 billion.
The second definition of MSMEs is proposed by the Indonesian Statistics
Bureau (Biro Pusat Statistik/BPS). This government institution defines MSMEs as
business entities with up to 99 workers. This definition classifies micro firms as
having fewer than five workers, small firms as having between 5 and 19 workers,
and medium firms as having between 20 and 99 workers. Due to limited valid
financial data about financial statements and the values of assets owned by MSMEs,
studies prefer to classify firms by head count than by asset value and annual sales.
For practically, this study uses the BPS‘s quantitative measure. MSMEs
based on their number of workers. In addition, qualitative criteria of MSMEs, such as
informality and family ownership, are also used to distinguish MSMEs from other
types of business such as koperasi or cooperative organisations.
3.2.2. MSMEs survival
To give a theoretically sound and empirically validated explanation of MSME
survival, this section reviews several theories that aim to explain MSMEs‘ survival.
This section also discusses the approaches scholars have proposed to examine the
MSMEs‘ growth.
Most scholars consider MSMEs‘ survival as one stage in their life-cycle. This
argument can be seen, for instance in Goergivski (2011) and Watson (2010) who
defined MSMEs‘ survival as a circumstance where their business operation endures
for an indefinite period of time. Relying on Cochran‘s (1981) definition of firm
survival, Watson (2010) highlighted that MSMEs survival has the opposite meaning
to their mortality. He suggested that MSMEs‘ survival is the condition where they
are able to maintain the continuity of business operations. However, Lewis and
Churchill (1983) and Scott and Bruce (1987) argued that the survival is not solely
associated with continuity of production or operation, but it also refers to the stage
of development where the firm has the potential to develop including increasing
competition level; increasing financial needs for working capital and inventory: and
earning marginal returns. Thus, MSMEs‘ survival should not be determined by one
manifest indicator only but it should also be examined through the latent parameter
of firm development.
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Bridge and O‘Neill (2013) emphasised the importance of MSME‘s potential
for development to determine their survival. They consider MSMEs survival as the
period following start-up during which MSMEs may not grow but are nevertheless
working hard to maintain their position and struggling to establish as viable
enterprises. This definition rejects previous assumptions linking MSMEs‘ survival to
a static stage of development. Bridge and O‘Neill (2013) argued that in this stage,
MSMEs encounter increasing competition and generate marginal returns because of
emerging newcomers. Thus, MSMEs need financial support to anticipate this
situation.
In general, theories explaining the stages of MSME development can be
classified into four main groups: static-equilibrium theories, stochastic models of
firm growth, strategic-management perspective and theories originating in the field
of economics (O‘Farrell & Hitchens 1988). Static-equilibrium theories are derived
from the field of industrial economics and focus on MSMEs‘ accomplishment of
economies of scale and minimisation of long-run unit costs. Stochastic models of
firm growth consider that MSMEs‘ survival is determined by various factors; thus,
according to this group of theories, there is no dominant explanation for MSMEs‘
growth. Strategic-management theories focus on strategic dimensions of MSMEs in
achieving sustained growth and the way the owner-managers respond to business and
personal environmental indicators. MSME growth view MSMEs‘ growth as a series
of phases of development through which the business may pass in an enterprise lifecycle.
In addition, Schmitt-Degenhardt et al (2002) argued that O‘Farrell and
Hitchens‘s classification of business-growth theories could be reduced to two ;
dynamic and static approaches. They also argued that most theories of MSME
development in O‘Farrell and Hitchens‘s classification were based on experiences in
industrialised countries. Thus, these theories are unlikely to explain conditions in
developing countries. Schmitt-Degenhardt et al (2002) consider that dynamic and
static approaches to MSMEs development may be able to explain the different
contexts of industrial and developing countries.
In the dynamic approach, the developmental phase of MSMEs is considered to
the life-cycle of living organisms: over time MSMEs pass through different stages of
development. This approach mostly includes theories of economics and industrial
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economics. The static approach considers that MSMEs developmental process is
affected by both external and internal factors. These factors may support or hamper
the dynamic of MSMEs‘ growth and lead MSMEs to achieve different size levels
and form themselves into different types. Stochastic models of firm growth and
strategic-management theories can be put into this group.
Table 3.5 shows the dynamic models of MSMEs growth. Lewis and Churchill
(1983) and Scott and Bruce (1987) proposed a model explaining MSMEs‘
developmental stages. According to their model, MSMEs grow through five stages of
development: existence/inception, survival, success/growth, take off/expansion and
maturity. Similarly, ESCAP‘s (2009) study proposed four stages for MSMEs‘
development: market entry, survival, prosperity and exit. This study also indicated
that some MSMEs may experience just one or two of these stages (such as entry and
exit), while other MSMEs may experience all four. By adding two early stages of
MSME development: preparing for business start-up, and getting started, Bridge and
O‘Neill (2013) offered seven developmental stages of MSMEs. They argued that
these early stages will encourage, feed, and support the ―seeds‖ and growing
MSMEs.
Table 3.5
Dynamic MSME Growth Stages
The developmental stages of MSMEs
Existence

Survival

Success

Takeoff

Maturity

Inception

Survival

Growth

Expansion

Maturity

Market
entry
Preparing
for
business
start-up

Survival
Getting
started

Prosperity

Growth

Static

Decline

Termi
nation

Authors
Lewis & Churchill
(1983)
Scott & Bruce
(1987)

Exit

ESCAP (2009)

Success
and
failures

Bridge & O‘Neill
(2013)

However, the dynamic approach cannot explain the conditional factors
affecting the MSME‘s achievement on certain stage. Therefore, context-sensitive
explanatory models that take internal and external factors of MSMEs growth into
account are important in explaining MSMEs growth (Gibb & Davies 1990).
O‘Farrell and Hitchens (1988) argued that strategic management, as one static
approach to MSMEs development, can provide explanations of why some MSMEs
grow and others do not. By focusing on the identification of the owner-manager‘s
policies and strategies for the conduct and development of the business, strategic39

management theory claims that MSMEs growth processes are determined by the
owner-manager‘s desire or capability in term of resources and expertise. Thus,
MSMEs survival is not necessarily associated with poor performance of the MSMEs
themselves.
This stance of theory argues that not all MSME owner-managers have the
desire, or indeed the capability in terms of resources and expertise, to grow their
business (O‘Farrell & Hitchens 1988). The underlying reasons for such reluctance or
lack capability range from personal wishes regarding lifestyle to a reluctance to
surrender control and/or be accountable to others within and without the business.
Gorgievski et al (2011) and Ahmad et al (2011) found that personal orientations of
MSME‘s manager-owners, such as

contributing to society, pursuing personal

satisfaction, satisfying stakeholders (employees and customers), work–life balance
and achieving public recognition, may stimulate them to maintain their MSMEs in a
particular stage of survival. Informality and family ownership also contribute to the
static stage of MSMEs. Several studies reveal that owner-managers of MSMEs often
limit their business orientation to fulfilling family need and providing employment
for the family (Westhead & Cowling 1997; Turner 2005; Hipser 2010), generating
nano-economic benefit for family and society (Athanassiou et al. 2002; Chrismana et
al. 2003; Habbershon et al. 2003; Arregle et al. 2007) or creating socio-emotional
wealth for the family (Gómez-Mejía et al. 2007).
3.3. The Concept of the Industrial Cluster
Industrial clusters have been widely studied in recent decades. Research has
characterised them as ranging from agglomerations of large industries in broad areas
(Porter 1998b; Lundequist & Power 2002; Sonobe & Otsuka 2006) to groups of
micro, small and medium enterprises in villages or urban neighbourhood (Rabellotti
1998; Schmitz & Musyck 1999; Weijland 1999; Sato 2000; Sandee & Rietveld 2001;
Becattini 2004; Tambunan 2005; Parrilli 2009; Pe'er & Keil 2013). Most of these
studies have emphasised the importance benefits of locating in industrial clusters.

3.3.1. Definition of industrial cluster
In industrial-cluster theories, clusters are considered as a phenomenon of
industrial concentration in space. Porter (2000b) defined industrial clusters as a
geographical agglomerations of companies, suppliers, service providers and
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associated institutions in a particular field that compete but also cooperate.
Lundequist and Power (2002) and Sonobe and Otsuka (2006) argued that industrial
clusters do not only relate to the geographical location where the economic activities
take place, but to the industry itself. Hence, they emphasised that industrial clusters
are a geographical concentration or localisation of firms producing similar or closely
related products in a certain area. Thus, industrial clusters are not only viewed from
static perspective that considers the geographical location where firms and associated
institutions (suppliers, service providers and government institutions) compete and
cooperate, but also considered as embodying dynamic processes that connects firms
and associated institutions in production systems to generate similar or related
commodities.
In contrast, industrial-district theories link industrial clusters with the social
context of their participants. Parrilli (2009), Becattini (2004) and Cainelli (2008)
agreed that industrial clusters can be considered as socio-geographical entities of
MSMEs producing a specific commodity in an industrial atmosphere. Dijk and
Sverrisson(2003) asserted that as social entities, industrial clusters are constituted not
only by economic transactions-based partnerships but also by social networks
amongst the members. Rabelloti (1998) emphasised the importance of the social
context in his description of

four distinctive features of industrial clusters. He

argued, first, industrial clusters are mostly populated by MSMEs that are spatially
concentrated and specialised in sector; second, that industrial-cluster members are
connected exhibit by homogeneous social relationships and cultural backgrounds;
thirdly, that members also form intensive horizontal-vertical relationships that do not
only rely on business transactions but also on social motives; and, fourth that last
public and private local institutions support the dynamics of the cluster.
Industrial-cluster and industrial-district theories were developed based on
experiences, observations or empirical studies in the industrialised world (Belussi &
Caldari 2009). These theories also recognise the significant role of cluster in
enhancing firm‘s competitiveness (Porter & Ketels 2009). However, cluster and
industrial-district theories have different perspectives in describing the dynamics of
cluster actors and in identifying influential factors in cluster performance (Porter &
Ketels 2009). Industrial-cluster theories recognise the roles of competition and
cooperation in stimulating firm‘s development, but this theoretical stance does not
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explicitly recognise the role played by each industrial-cluster member. Conversely,
industrial-district theories pay attention to the social context alongside the
geographical context of industrial clusters. This perspective argues that competition
and cooperation are not the main factors in creating the benefits of industrial cluster,
but that the close geographical location and common social and cultural background
of industrial-cluster members are fundamental conditions for the creation of
agglomeration effects.
For the purpose of this study it seems promising to use industrial-cluster
definition from the industrial-district perspective. Hence ―industrial cluster‖ refers in
this study to a socio-geographical entity of micro, small and medium enterprises
(MSMEs) producing a specific commodity in an industrial atmosphere.
3.3.2. Typology of industrial cluster
A number of studies have attempted to develop classifications of industrial
clusters. The common classifications rely on structures and governance (Markusen
1996; Humphrey & Schmitz 2002), and on developmental stages (Altenburg &
Stamber 1999; Schmitz & Nadvi 1999; Sandee et al. 2002; Parrilli 2004; Giuliani et
al. 2005; McDonald et al. 2006; Menzel & Fornahl 2009). Tables 3.6 and 3.7 shows
the typologies of industrial clusters proposed by several scholars.
Table 3.6 shows typologies based on structure and governance. ‖Structure‖
refers to the composition of the firms or supporting institutions within industrial
clusters; ―governance‖ refers to the relationship among cluster participants.
Markusen (1996) categorised industrial clusters into several configuration;
marshalian, hub and spoke, satellite platform and state-anchored industrial district. A
marshalian industrial cluster refers to the type of industrial district common in Italy
which mostly consists of MSME. In this type of industrial cluster, MSMEs compete
and collaborate with other actors to survive. Collaborative actions between actors in
industrial clusters shape clusters into hub-and-spoke and satellite-platform
configuration. A hub-and-spoke cluster consists of limited large firms as a hub and a
large number of MSMEs acting as sub-contractors within the cluster. A satelliteplatform industrial cluster is created by sub-contract partnerships between MSMEs in
an industrial cluster and large enterprises located outside the cluster. Markusen
(1996) added that governments often induce the emergence of industrial clusters by
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stimulating the participation of public enterprises, institutions, or universities. This
type of industrial cluster is called as state-anchored industrial district.

Structure
and
governance

Table 3.6
Types of Industrial Cluster by Structure and Governance
Category
Markusen‘s typology
Humphrey and Schmitz‘s typology
marshalian industrial district
arms-length market relations
Hub-and-spoke industrial district
Networks
Quasi-hierarchy
Satellite-platform industrial
district
hierarchy
State-anchored industrial district.
Markusen (1996) and Humphrey & Schmitz (2002)
Similarly, Humphrey & Schmitz (2002) categorised industrial clusters into
four types; arms-length market relations, networks, quasi-hierarchy and hierarchy.
With arms-length market relations, producers and buyers do not develop close
relationships in industrial clusters; instead, the producer-buyer relationship becomes
insignificant because products generated by industrial clusters are customised and
and can be produced by a range of firms. A network industrial cluster is supported by
partnership between members wherein they share information and job orders. These
relationships occur between suppliers and buyers for meeting orders for standardised
products through production processes. In a quasi-hierarchy, the larger frim controls
the relationship with the smaller counterpart in specifying the characteristics of the
product to be produced. In a hierarchy, the lead firm take over the ownership of the
operations in the chain (Humphrey & Schmitz 2002).
Markusen and Humphresy‘s and Schmitz‘s typologies of industrial clusters
fundamentally converge at the conclusion that the structure and governance of
industrial cluster are dynamic. In the early stages, groups of MSMEs in close
geographical location emerge and survive in certain period of time; then, through
their network, MSMEs try to collaborate with other MSMEs and large firm to take
benefit from the agglomeration effect. In the course of development, large firms also
try to dominate their partnerships with MSMEs to secure their business operation
through quasi-hierarchy or hierarchies
Furthermore, several scholars (Altenburg & Stamber 1999; Schmitz & Nadvi
1999; Sandee et al. 2002; Parrilli 2004; Giuliani et al. 2005; McDonald et al. 2006;
Menzel & Fornahl 2009) view industrial clusters from a dynamic perspective that
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creates an analogy between the growth stages of industrial clusters and those of live
creatures. This perspective argues that the pace and the success of industrial-cluster
development are influenced by several factors, such as the availability of raw
materials; firm‘s production capacity; the social, political and economic
environment; or government support.
Table 3.7 shows the classification of industrial clusters based on their
developmental stages. In general, industrial clusters can be categorised into
stagnant/dormant and dynamic clusters (Schmitz & Nadvi 1999; Sandee et al. 2002).
The former refers to clusters that use traditional production systems and have limited
potential for organisational and technical upgrading; the latter employs more
advanced technology and it can potentially compete globally.

Developmental
stages

Authors

Table 3.7
Developmental Stages of Industrial Clusters
Schmitz &
Nadvi (1999)
Sandee et al
(2002)
Stagnant/
dormant
cluster
Dynamic
cluster

Giuliani,
Pietrobelli &
Rabellotti (2005)

Altenburg &
Stamber (1999)

traditional
manufacturing

survival cluster

natural resources
complex product
industry
specialised
supplier clusters

advanced mass
production
production
cluster
trans-national
clusters

Parrilli (2004)
urbanisation and
craft agglomeration
production and
internationalisation
most advance
industrial cluster
global industrial
cluster

Menzel &
Fornahl (2009)
and McDonald et
al (2006)
emerging
industrial cluster
growing
industrial cluster
sustaining
industrial cluster
developing
industrial cluster

Stagnant or dormant industrial group of industrial cluster shows similar
features with traditional and natural-resource industrial clusters, survival,
urbanisation or craft agglomeration, and emerging industrial clusters. Most of these
types are dominated by MSMEs, using traditional production system to produce low
quality products for local customer and relying on overwhelmed natural resources
(Altenburg & Stamber 1999; Parrilli 2004; Giuliani et al. 2005; McDonald et al.
2006; Menzel & Fornahl 2009). In contrast, groups of dynamic industrial clusters
exhibits features of developing industrial clusters, such as using more advance
technology in production process, specializing on certain production functions,
linking and working together with other institution. Altenburg and Stamber (1999)
and Parrilli (2004) added being able to aces global value chain and to compete with
foreign producers as additional features of dynamic industrial clusters.
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3.4.

The Driving Factors of MSMEs’ Survival in Industrial Clusters
Two types of theories attempt to explain the survival of MSMEs in industrial

clusters. While one school emphasises the business environment, collective
efficiency, and institutional support as factors of cluster dynamic (Porter 1998a;
Lundequist & Power 2002; Newlands 2003; McDonald et al. 2007), other schools
emphasise social variables affecting the dynamic of cluster (Cooke & Wills 1999;
Nadvi 1999c; Parrilli 2007; Molina-Morales & Martinez-Fernández 2010; Nam et al.
2010; Parra-Requena et al. 2010). While abundant research gives evidence for
collective efficiency and institutional support, such as policy inducements as the key
drivers of cluster dynamics in developing countries, social variables have often been
neglected. Interestingly, some studies have found that social variables have a
significant effect on cluster dynamics in developing countries. For example, Nadvi
(1999c) showed how social networks and cultural values contribute to the success of
the Sialkot cluster in Pakistan. Nam et al. (2010) also recognised the contribution of
human and social capital on the internationalisation of a knitwear cluster in southern
Vietnam. Although their study was not geographically focused, Cooke and Wills
(1999) asserted the importance of social capital to enhance the performance of
clustered MSMEs.
3.4.1. Collective efficiency
The collective-efficiency perspective has been used by scholars to capture
beneficial effects of industrial clusters for MSME development (Nadvi 1999a;
Schmitz 1999a; Caniëls & Romijn 2003; Parrilli 2009). Schmitz (1999a) defined
collective efficiencies as competitive advantages of industrial clusters derived from
local external economies and joint actions among MSMEs. He added that local
external economies directly provide benefits for the cluster members, while the
benefits of joint action by need deliberative action by cluster to benefits.
In their study examining the existence of external economies industrial
clusters, Stewart and Ghani (1991) argued that externalities are created by the
stimulating effects of market activities and other economic activities of cluster
members on the utility function of customers or the production function of producers.
Papandreou (cited in Schmitz 1999a) emphasised that there are two types of
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externalities: external economies and external diseconomies. External economies
increase social benefits for individual firms more than private benefits, whereas
externalities generates external diseconomies by increasing social costs more than
private costs. Several scholars (Stewart & Ghani 1991; Nadvi 1999a; Schmitz 1999c;
Caniëls & Romijn 2003; Giuliani et al. 2005; Parrilli 2009) recognised these effects
as production and cost effects of industrial clusters.
Besides providing external economies, industrial clusters offer advantages
that can be obtained through joint actions. Giuliani et al (2005) argued that MSMEs
may perform horizontal or vertical joint action to benefit from industrial clustering.
They added that horizontal joint action links MSMEs with their colleagues, while
vertical cooperation ties them with their suppliers or with their distributor agents. In
addition, Schimtz (1999c) highlighted that these two types of joint action can be
performed by bilaterally or by multilaterally. Bilateral joint action connects two
firms in certain partnership, while multilateral joint action engages more than two
firms.
Schimtz (1999c) added that MSMEs benefits from horizontal joint action
through joint purchasing of inputs, joint production and marketing, sharing of job
orders and production equipment and exchanging information or marketing knowhow. He highlighted that these benefits can reduce input costs and minimise
uncertainty risks. Besides these benefits, joint actions also create potential benefits of
vertical linkage that connect firm with their suppliers or marketing agents in the same
value chain. The most popular form of vertical partnership in industrial cluster is
sub-contracting. This type of partnership allows large enterprises to reduces
production costs and lets MSME obtains constant job orders and absorb new
information and technology from larger enterprise (Nadvi 1999a; Sato 2000; Berry et
al. 2002; Nam et al. 2010).
Several empirical studies show evidences that cluster members in various
countries have performed these joint actions to benefit from industrial clustering.
Sandee and Roetveld (2001) found that MSMEs in Karanggeneng, Central Java
successfully upgrade technology through horizontal relationships. Furthermore,
Caniëls and Romijn (2003) recognised that private-public projects and vocational
training initiatives were the manifestation of successful horizontal-multilateral joint
action in a cluster in Banglore, India. Horizontal linkage also takes various forms of
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trade association, such as the Confartigianato (craft and industry association) in Italy
(Parrilli 2009) and SIMA (Surgical Instrument Manufacturers Association) in the
Sialkot cluster in Pakistan (Nadvi 1999a). The lessons from these empirical studies
is that joint action among cluster provides more benefits than the passive benefits of
external economies of industrial clusters.
3.4.2. Social capital
As mentioned in Section 3.3.1 industrial clusters are not considered by
scholars as exclusively an economic and business phenomenon but as a social
phenomenon as well. This acknowledgement can be seen from the definition of
industrial clusters which views them as a socio-geographical entity of micro, small
and medium enterprises (MSMEs) producing a specific commodity in industrial
atmosphere (Becattini 2004; Cainelli 2008; Parrilli 2009). This definition of
industrial cluster also emphasises the domination of MSMEs and strong interpersonal
relations among cluster members as distinctive features of industrial cluster. Social
context and domination of MSMEs in industrial cluster these features point to the
importance of social perspectives in explaining the dynamics of industrial cluster.
Social capital is concept employed by researchers to examine the
relationships among cluster members (Weijland 1999; Neace 2004; Turner &
Nguyen 2005; Meagher 2006; Turner 2007; Parrilli 2009). Parrilli (2007) argued that
a social-capital-perspective leads researchers to better understand the rationales
behind the economic actions of industrial-cluster members, because the social values
of the society often colour the dynamics of industrial clusters. Corresponding to this
argument, Weijland (1999) found that the dynamics of industrial clusters in rural
areas of Indonesia were not only influenced by cluster participants‘ economic
motives, but coloured by the existence of their social capital. He pointed out that
where the surrounding community is living in a patronage-based social structure,
socio-political hierarchies and traditional family ties play significant roles in the
industrial cluster. Turner (2007) added that social capital is also important for
MSMEs‘ survival in urban setting. Her study showed that specific forms of social
capital, such as informal networks, linkages and trust-based relationships matter in
maintaining MSMEs‘ survival.
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There are numerous definitions of social capital in the literature.
Unfortunately these definitions offer nothing resembling a clear and undisputed
meaning. The particular definition adopted by study will depend on the discipline
and level of investigation. Woloock and Narayan (2000) defined social capital as
information, trust, and norms of reciprocity inhering in one‘s social networks. This
definition is echoed by Putnam (2000) who suggested viewing social capital from
broad perspective. He defined social capital as features of social organisation such as
networks, norms and social trust that facilitate coordination and cooperation for
mutual benefit. Burt (2009) argued, however, that social capital cannot be limited to
information and social values, because social capital could be also considered as
social contact, which mediates and enhances firm‘s opportunity to use financial and
human capital. Hence, social capital is associated not just with the contents of a
network, but also with the actors within the network. As a compromise between
these arguments, Nahapiet and Ghoshal (1998) offered a more general way to look at
social capital, defining it as the sum of the actual and potential resources embedded
within, available through, and derived from the network of relationships possessed
by an individual or social unit. Social capital thus comprises both the network and
the assets that may be mobilised through that network.
From a network perspective, social capital can be classified as either
bonding or bridging; a third type, linking has been suggested (Narayan 1999; Turner
2007). Bonding social capital is ties between individuals with a relatively high
degree of network closure. This type of social capital is often described as horizontal
ties between individuals within the same social group. A local community, where
many people know and trust each other and have strong norms and solidarity, is
also associated with this type of social capital (Weijland 1999). Bridging social
capital refers to more open, heterogeneous networks that may intersect different
communities and can offer opportunities to connect to more diverse sources. This
type of social capital puts the actors in a social structure where each is able to tap
into the social-network resources of each the other social groups. Bridging social
capital may not involve many shared norms but is likely to be associated with
reciprocity and trust. Finally, linking social capital refers to norms of respect and
networks of trusting relationships between people who are interacting across explicit,
formal, or institutionalised power or authority gradients in society. This linking form
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can facilitate the acquisition of resources, ideas, and information from more formal
institutions beyond the immediate community (Woolcock & Narayan 2000).
The dynamics of industrial clusters are affected by interactions among
firms, a mixture of co-ordination, co-operation and competition, extensive use of
market exchanges and industries connected vertically and/or horizontally with
suppliers, users and research institutions. To examine the role of social capital in
industrial clusters and in MSME development, some studies have already started
constructing an interface between social-capital literature and the literature on
industrial clusters.
Contributions from social capital in the society could be in the form of
encouraging the emergence of trust-based social-transactional relationships (Bowles
& Gintis 2002) or facilitating connection among the members of a society (Putnam
2000). In a more specific context, several cluster studies have emphasised the
contributions of social capital to commercial performance (Cooke & Wills 1999;
Paldam & Svendsen 2000; Cooke et al. 2005), innovation (Dakhli & Clercq 2004;
Molina-Morales & Martinez-Fernández 2010; Parra-Requena et al. 2010), linkages
with global buyers (Nadvi 1999a; Nam et al. 2010), and information, technological
knowledge, access to markets, and complimentary resources (Ireland et al. 2001;
Presutti et al. 2007).
Cooke and Wills (1999) found that social capital designed through public
initiatives significantly enhance the business performance of clustered MSMEs. This
study was amplified by Cooke et al‘s (2005) study that revealed the significant
association between the uses of various types of social capital and MSME
performance. This study furthermore indicated that innovative firms tend to use more
joint actions, informational transactions and non-local connections than noninnovative firms. Innovative firms seem to have more involvement in trust-based
relationships than non-innovative firms. Nadvi (1999b) added that social capital has
played significant role in the developmental process of the Sialkot cluster in
Pakistan. He recognised that although social ties change from an ascribed to an
earned basis, this social relation remains significant in enhancing product quality and
maintaining credibility with foreign buyers. The role of social capital in linking
clustered firms with external actors was also underscored by Nam et al (2010) who
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found that social capital and human capital had significant effects on MSMEs‘ export
capabilities in Southern Vietnam.
3.4.3. Industrial- cluster policy
As Table 3.7 shows, most authors have suggested that industrial clusters
emerge spontaneously from traditional industries that have sprung up close to natural
source (Altenburg & Stamber 1999; Schmitz & Nadvi 1999; Sandee et al. 2002;
Parrilli 2004; Giuliani et al. 2005; McDonald et al. 2006; Menzel & Fornahl 2009).
Porter (1998a) added that industrial clusters may rooted in historical circumstances,
prior existence of raw material, or even chance. Fieldman et al (2005) added that
some industrial clusters are formed by the convergence of conditional factors:
opportunity, existence of raw material, emergence of anchored firms or entrepreneur
inspiration by an expected event, such as downsizing of the public sector. These
arguments suggest that scholars consider that the emergence of industrial clusters is
generally driven by conditional factors without government intervention.
In fact, a number of studies have shown that many industrial clusters have
been initiated, financed and fully supported by the government or private sector.
Sölvell et al‘s (2003) found that of the industrial clusters across the globe that they
examined 54% were initiated by government, 27% by industry

and

19% by

university or by two or more institutions. Sölvell (2009) argued that many cluster
initiatives emanate top-down from national governments, such as the Vinnväxt
program in Sweden and the “pôles de compétitivité‖ in France. Aylward and Glynn
(2006) argued that public-private partnership programs have successfully driven the
innovation of export-oriented-wine clusters in Australia. Several OECD studies have
shown that industrial-cluster policies have successfully developed the capacitybuilding of MSME clusters in South America and the Eastern Europe (Möhring
2005; Ceglie & Stancher 2009).
Su and Hung (2009) argued originally there are two types of industrial
cluster: Spontaneous, which results of the spontaneous co-presence of key factors
and policy-driven, which are triggered by the strong commitment of government
actors willing to set the conditions for cluster creation. However, this classification
does not assert the government policy has no impact; rather the impact takes different
forms for each type of industrial cluster. In policy-driven clusters, government may
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induce and directly support the emergence of industrial clusters by, for instance,
preparing locations and infrastructure for new industrial clusters, or establishing
research and development institutions. Meanwhile, with spontaneous clusters,
government provides indirect support for their emergence. Macro policy aims to
create sustainable economic growth that can encourage entrepreneurs to set up
businesses: more broadly, such policies may stimulate investor for funding for new
industrial clusters.
Industrial-cluster policy has several meanings: it ranges from initiatives to
induce the emergence industrial clusters to policies to strengthen partnerships among
cluster members. Altenburg and Stamber (1999) defined cluster policy as policy
focusing on the milieu underpinning entrepreneurship through the provision of
sector-specific services, support of collective action or information dissemination.
Anderson et al (2004) added that cluster policy is performed by governments to
increase socio-economic benefits through the creation or further development of
clusters. These definitions the initial development stages of industrial clusters. Some
scholars have argued that cluster policy includes policies to maintain existing
industrial clusters. Boekholt and Thuriaux (1997) and Frommhold-Eisebith (2005)
suggested that cluster policy is also considered as a set of policies or measures
aiming to induce and support inter-linkage between cluster participants. They also
highlighted that cluster policy functions as an instrument to increases the value added
of cluster member‘s activities. This definition similar to those of McDonald (2006)
and Nakagawa (2012) which highlight functions of cluster policy on existing
industrial clusters as instruments to overcome market failures, providing public
goods and services and boosting the cluster‘s competitiveness.
Government policy to foster the development of industrial clusters can be
either direct or indirect. Porter (1998b) and Tambunan (2005) defined the indirect
policies as macro policies dealing with broad economic growth rather than particular
industrial clusters, while direct policies are government initiative to overcome
developmental constraints and support the development of specific

industrial

clusters. Porter (1998b) argued that indirect policies may not be enough to enhance
the competitiveness of clusters as they solely create preconditions and shape
conducive environment for the initial development of MSMEs clusters. Parrilli
(2007) highlighted the importance of cluster policy to create a stable macro economy
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and to foster an effective dynamic of industrial cluster, as global competition
threatens their survival. Referring to the developmental trajectory of Italy‘s third
industrial cluster, he argued that spontaneous capacity owned by MSMEs in
industrial clusters is not adequate to respond to global market challenges to
efficiently and flexibly produce goods.
Scholars have agreed that industrial-cluster policy is one of the driving
factors of the industrial-cluster dynamic, but there is some debate about the
effectiveness of industrial-cluster policy in supporting the existence MSMEs in
industrial clusters. Gibb and Davies (1990) argued that there is limited evidence
showing a fundamental impact of formal assistance, counselling services or training
on MSME-cluster growth in the UK. Rabellotti (1995) added that in Italy and
Mexico, government intervention has shown no impact on the developmental of
MSME. He argued that MSMEs are still struggling from high-cost investment for
commercialisation and marketing development, while cooperation between MSMEs
in industrial clusters is weak. Circumstances are similar in Japan. Nakagawa (2012)
argued that government policy to mitigate market failures and shortages of labour
and knowledge among MSMEs has had limited impact on the development of
MSMEs and industrial clusters.
In addition, Weijland (1999) and Sato (2000) also pointed out a weak
correlation between government interventions and the development of industrial
clusters. Sato‘s (2000) study shows that the survival of MSME industrial clusters is
affected by MSME‘s ability to link as subcontractors with large urban factories
rather than government intervention. Weijland (1999) added that self-help
mechanisms for MSMEs is critical factors to their survival in industrial clusters. He
highlighted that intensive guidance from the government may only be appropriate
only for industrial clusters with indivisibility problem5 and a wide market reach.

5

The Oxford English Dictionary defines indivisibility problems as difficulties that arise from using
only part of a plant for profitable production. For example, if a plant has a set of machines with
different capacities, they will only be used economically if they are used to the full. This is an
important concept in understanding not only economies of scale, but also the diseconomies imposed
by serving a market that does not require industrial plant to be used to full capacity..
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Scholars have suggested four factors that contribute to the success of
industrial-cluster policy. First, the implementation of cluster policies should be
relevant to the characteristics of industrial clusters (Altenburg & Stamber 1999;
Parrilli 2004; Eisebith & Eisebith 2005). This factor becomes important because
industrial clusters at different stages of development will face different problem.
Second, cluster policies should strengthen partnerships among cluster members
(Porter 1998b; Schmitz & Musyck 1999; Bair & Gereffi 2001; Eisebith & Eisebith
2005; Aylward & Glynn 2006; Oyelaran-Oyeyinka & Lal 2006). As partnerships are
the main advantage of industrial clusters, government policies should improve the
degree of partnership between producers, suppliers and supporting institutions.
Third, industrial-cluster policies should be able to maintain the existence of social
capital, as it eases partnership and reduces transactional cost among cluster members
(Rabellotti 1995; Porter 1998b; Weijland 1999; Karaev et al. 2006; Chaminade &
Vang 2008). Finally, cluster policy should be oriented to build self-help capacity
(Schmitz & Musyck 1999). Policies that incorporate these stipulations could
stimulate the emergence of new clusters and promote their development.
Although several reviewers have studied the association of geographical
location, social capital and government intervention in relation to the dynamics of
industrial cluster and existence of MSMEs in industrial cluster, they failed to
establish comprehensive perspective of the dynamics of industrial cluster. As a
result, they considered each contributing factor as an individual dominant factor
rather than inter-linked factors.
Likewise, several reviewers focussed their studies exclusively on production
efficiency issues and competitiveness of MSMEs in industrial cluster. They
employed the industrial-cluster concept to demonstrate MSME‗s ability to increase
sales and profitability, even-though several industrial clusters lack such
characteristics. Several

industrial clusters collectively form

a geographic

agglomeration that stimulates the success and survival of MSMEs (in rural or urban
areas). Such geographical agglomerations ultimately develop into homogeneous
societies that assemble around specific business activities. Industrial cluster, in this
context, is linked to the survival of MSMEs; and the survival of MSMEs very much
depends upon their ability to fulfil individual family needs, contribute wider societies
and sustain their own business operation.
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It‘s imperative to comprehend the economic, social and political contexts of the
dynamic of industrial cluster to discover and define the naturalistic nuance of
industrial clusters where MSMEs can survive within their specific boundaries. This
study examines the dynamic of industrial cluster in the perspective of economic,
social and political context to form theoretical standpoint. Thus the researcher
believes that this study will contribute to determine the nature of specific process that
underpins MSMEs‘ survival in the industrial cluster.
3.5.

Theoretical Framework
This study aims to understand MSMEs‘ survival in Indonesian industrial

clusters. To help achieve this goal, this section provides a theoretical framework
based on the literature review. Previous empirical studies show that Indonesian
industrial clusters are dominated by MSMEs and emerge from the traditional
informal economy where social values influence the daily lives of the community
(Klapwijk 1997; Weijland 1999; Sandee & Wingel 2002; Tambunan 2005). Previous
studies have also demonstrated that MSMEs can survive in industrial clusters
because of agglomeration advantages which take the form of collective efficiency
(Nadvi 1999a; Schmitz 1999a; Caniëls & Romijn 2003; Parrilli 2009). However, the
existence of these advantages is supported by other driving factors; social capital and
industrial-cluster policy. Scholars such as Cooke and Wills (1999), Nadvi (1999c),
and Nam et al. (2010) have argued that social capital plays a significant role
facilitating joint action between cluster members. Others emphasised the business
environment and institutional support as factors of cluster dynamics (Porter 1998a;
Lundequist & Power 2002; Newlands 2003; McDonald et al. 2007).
A recent study by Parrilli (2009) proposed s comprehensive model to
explain the dynamics of industrial clusters (Figure 3.1). This model involves
collective efficiency, social capital and policy inducements as key drivers of cluster
dynamics. In this study, collective efficiency consists of external economies and joint
action advantages, while social capital is viewed as a social network that links cluster
members with others and as values permeating the daily lives of those in the society.
Finally, cluster policy is considered as an indirect policy dealing with macro policy;
direct policy, in contrast, refers to programs formulated to support particular
industrial clusters. This study applies Parrilli‘s (2009) model to help the researcher
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understand the dynamics of industrial clusters by examining three driving factors;
collective efficiency, social capital and industrial-cluster policy.
Figure 3.1
Theoretical Framework of the Study

Joint
action

Social
network

External
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Social
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etwork
Collective
efficiency

Social
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MSMEs survival
Industrialcluster policy

Direct
policy

Indirect
policy

Adapted from Parrilli (2009)

3.6. Summary
This chapter reviewed MSMEs survival in industrial clusters; although this
issue has long been discussed by scholars for several decades, the association
between industrial clusters and MSME survival is still debated. Several studies have
found that locating in industrial clusters allows MSMEs to survive and grow, and for
these clusters to contribute to local and national economic development. However,
some studies argue that spontaneously emerging in dense geographical locations is
only a step in MSMEs‘ developmental trajectory, and has nothing to do with
MSMEs‘ survival and growth.
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This chapter has discussed the literatures relating to MSMEs. There are two
types of definition for MSMEs; quantitative and qualitative. Curran & Blackburn
(2001) suggested using definition, since quantitative definition of MSMEs variy
according to industrial sector and country. At the same time, though a qualitative
definition of MSMEs may pose constrains due to limited objective data among
MSMEs. This chapter also discussed definitions and typologies of industrial clusters.
This study uses the definition of industrial clusters as a socio-geographical entity of
micro, small and medium enterprises (MSMEs) producing a specific commodity in
an industrial atmosphere. Industrial clusters are classified based on their structure
and governance, and their developmental stage. The industrial-cluster literature also
shows that most MSMEs can survive by taking advantage of the agglomeration
benefits of industrial clusters. These benefits are supported by others factors: social
capital and government intervention in developing industrial clusters. Therefore,
many scholars have suggested bringing together these three driving factors to
understand the phenomenon of MSMEs‘ survival in industrial cluster.
The next chapter will describe the research methodology employed in this
study and discuss the justification for using a qualitative approach that consists of the
case-study method to address research questions.
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CHAPTER 4
RESEARCH METHODOLOGY

4.1

Introduction
The previous chapter reviewed the prevailing literature of MSMEs and

industrial clusters and presented a theoretical framework based on this literature that
explained the driving factors of MSMEs survival in industrial cluster. The chapter
also reviewed previous empirical studies; the review suggested the case study as a
relevant research method to address this study‘s research questions.
This chapter outlines the research methodology used in this study and
discusses the rationale that underlies the use of the case study methodology. This
chapter also presents the case-study research design proposed Yin (2009). In
addition, to ensure that the researcher has carried this study out transparently this
chapter described research sites, and explains the techniques of data collection and
data analysis.
4.2

Paradigm and Research Approach
A researcher paradigm

is an assumption or framework of thinking that

guides how research should be performed (Snape & Spencer 2003; Bryman & Bell
2007). A research paradigm is influenced by researcher‘s beliefs guides researcher‘s
actions in viewing and understanding the social phenomenon being studied (Lincoln
& Guba 2000). In social research, there are two major research paradigms: positivist
(objectivist) and post-positivist (naturalist) (Guba & Lincoln. 1994; Snape & Spencer
2003; Bryman 2008). The differences between are based on different understanding
of social phenomenon (ontology) and social phenomenon-social actor relations
(epistemology) from which each springs.
Researchers working from an ontological perspective assumes either that
social phenomena exist in similar ways and have a reality external to the social
actors, or that they are very different because they are open to the subjective
interpretation of the social actors (Snape & Spencer 2003). The positivist or
objectivist believes that social phenomena and their meanings are single, tangible,
fragmentable and value free, and take place independently from social actors. In
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contrast, the post-positivism or naturalist paradigm asserts that social phenomena and
their meanings are multiple, holistic and bounded by their context and are continually
constructed by social actors in different ways (Lincoln & Guba 2000; Bryman 2008).
The epistemological view consists of questions about what is the nature of the
relationship between the researcher and social phenomenon. This perspective puts
the researcher into objectivist (positivist) and naturalist (post-positivism) paradigm
stances. Positivism advocates the application of scientific methods that leads the
researcher to investigate phenomena without influencing. This paradigm furthermore
emphasizes on objective interpretation of numerical data and statistical treatment
from mathematical logic. To generate replicable results, it is suggested to use highly
reliable and valid instruments, identified variables and relatively isolated and precise
measurement, and to select representative respondents. Due to these features, the
objectivist paradigm is frequently associated with quantitative research. In contrast,
the naturalist or post-positivist paradigm deals with qualitative research, because this
paradigm allows the researcher to subjectively interpret the meaning of social
phenomena. It argues that there are multiple truths regarding any phenomenon; thus
qualitative research techniques such as participative observation and in-depth
interviews are useful to gain understanding. In addition, this paradigm rejects a
simplification of the research findings because social phenomena cannot be isolated
from external factors. (Guba & Lincoln. 1994; Bryman 2008).
In this study, the researcher believes that by investigating subjective realities
of the nature of specific process that underpins MSME‗s survival in the Indonesian
industrial cluster, the first hand insights into subject matter could be gained. In
addition, to investigate the reasons and the processes that underpin the survival of
MSMEs in industrial cluster, the researcher has considered the owner‗s and
manager‗s real life experience and viewpoint regarding the survival of MSME. This
enabled the researcher to explore their feelings, attitudes, meanings, values and
beliefs about the research topic.

4.3

Research in MSMEs and Industrial Clusters
Scholars and policy-makers use various research methods in industrial-

cluster studies. These range from quantitative research methods, such as locationquotients analysis or input-output tables, to qualitative methods, such as case studies.
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Several scholars, such as Von Hove and Chen (2006), Hill and Brennan (2000),
McCann (2008), and Porter (1998b; 2000a) have argued that there many advantages
to using a quantitative approach in studying industrial clusters. Von Hove and Chen
(2006) highlighted that location-quotients analysis is one popular technique to
identify existence of industrial clusters because it is easy to understand and
straightforward to apply, and requires less time and data. McCann (2008) added that
the input-output technique is useful for identifying complementary relationships
between firms in an industrial cluster. Hill and Brennan (2000) emphasised that
multivariate statistical analysis technique makes the identification of the driving
factors of industrial cluster relatively easy. Statistic measures are also employed by
Porter‘s cluster-mapping method. This method uses multiple geographic scales,
including states, metropolitan statistical areas consolidated metropolitan statistical
area, and primary metropolitan statistical area (Porter 1998b; 2003; vom-Hofe &
Chen 2006; Porter 2009).
However, the use of quantitative research in industrial-cluster studies has
drawn criticism. Rosenfeld (1997)

and Parrilli (2004) argued that quantitative

methods are inadequate to discover important distinguishing features present in some
industrial clusters, such as social infrastructure, entrepreneurial energy, shared vision
and level of collaboration. Roelandt and Hertog (1997) added that in several
countries a quantitative methods may not apply to studies of industrial clusters
because the data these methods requires is not available. Therefore, a qualitative
approach can be considered a supplement to quantitative approaches in performing of
industrial cluster study.
Qualitative approaches have recently become popular among scholars in the
industrial-cluster field because this research approach generates several perspectives
neglected by quantitative approaches, notably the context of industrial clusters. Vom
Hofe and Chen (2006) asserted that a qualitative approach can be used to collect
information about the context of industrial clusters, such as information about social
capital, entrepreneurial climate, or quality of life. The case study may be the most
common qualitative method used by scholars. Rocha (2004) argued that although
case studies generate limited generalisations, this method has become common in the
literature on industrial clusters. Wolfe and Gertler (2004) highlighted that case
studies may overcome the limitations of quantitative studies by focusing on social
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and institutional dynamics which allow examination of more dimensions of a
cluster‘s strength.
The strength of the qualitative case study is also emphasised by Parrilli
(2009) who claimed that a case study allows the researcher to identify the inner and
often hidden dynamism of a locality and its firms. In addition to identifying a
cluster‘s internal features, a case study may clearly described the types of inter-firm
linkages (Bair & Gereffi 2001) and support a deeper analysis of firm governance
within industrial districts (Parrilli & Sacchetti 2008). Nadvi (1999c) and Turner
(2007) showed that by employing case studies, researchers may explore the
importance of local values on inter-firm and inter-actor relations within industrial
clusters and within MSMEs.
4.4

Research Methodology and Design
The choice of a research design and methods have to be dovetailed with the

specific research question being investigated (vom-Hofe & Chen 2006; Bryman &
Bell 2007). In addition, Rocha (2004) argued that in industrial-cluster study, the
choice of research method should consider the concept of the cluster and the level of
analysis carried out by the study. For this study, the concept of the industrial cluster
was adopted from Becattini‗s concept (2004), which views industrial clusters as a
socio-geographical group of micro, small, and medium enterprises, and emphasises
not only their economic aspects but also their social and culture aspects.
In doing so, this study employs a qualitative approach for several reasons.
First, the research questions in this study require exploration and begin with ―how‖
or ―what‖, so that the researcher can gain an in-depth understanding of what is going
on relative to the topic (Yin 2003). For this study, the participants‘ experiences with
surviving their business in industrial cluster was explored by the researcher by asking
(a) what are the driving factors of MSMEs survival in industrial cluster, and (b) why
and (c) how have these driving factors been established by MSMEs in industrial
clusters? Second, a qualitative study allows the researcher to explore phenomena,
such a feelings or thought processes that are difficult to extract through conventional
research methods (Corbin & Strauss 2008). For this study, the researcher explored
participants‘ perceptions and experiences of keeping their MSMEs alive in industrial
clusters. Third, qualitative research methods are the best approach when studying
phenomena in their natural settings and when striving to understand social processes
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in context (Denzin & Lincoln 2003). This study focused on the driving factors
influencing the survival of MSMEs in industrial clusters.

Fourth, qualitative

methods emphasise the researcher‘s role as an active participant in the study
(Creswell 2007). For this study, the researcher was the key instrument in data
collection, and the interpreter of data findings. Qualitative research methods used in
this study included: purposive sampling, semi-structured interviews, and systematic
and concurrent data collection and data analysis.
The case study methodology is a strategy of inquiry in which the researcher
explores in-depth a program, event, activity, process or one or more individuals (Yin
2009). Cases are bounded by time and activity, and researchers collect detailed
information using a variety of data-collection procedures over a sustained period of
time. For this study, the phenomenon under investigation was the driving factors of
MSMEs survival in industrial clusters. The cases for this study were the furniture and
footwear industrial clusters in East Java province, Indonesia. For this study, the
researcher collected data through in-depth interviews, and additionally reviewed
documents provided to government officers where the study was conducted.
Specifically, interviews were conducted and audio-taped, tapes were transcribed into
Word documents, local government documents were reviewed, and data was coded
for emergent themes. Another component of case studies is the unit of analysis,
defined as the area of focus of the study (Yin 2009). For this study, this unit of
analysis was micro, small, and medium firms participating in the study.
Although the case study has apparently been adapted to several fields, its
research design has not been codified well and there is no standard approach. Thus,
there is no standard research design of case study. However, the research design
proposed by (Yin 2009) was adapted in this study (Figure 4.1). The firs stage of the
study consists of theory development, case selection and the design of the datacollection protocol. The development of cluster theory is fruitful for selecting cases
in areas that have been under studied, defining a complete description of MSME
clusters, and stipulating rival theories in explaining why efficient collective
operation, social capital and policy inducements do or do not affect cluster
development (Yin 2003). Furthermore, developing a theory allows the researcher to
measure constructs more accurately and in turn to properly design a data collection
protocol (Eisenhardt & Graebner 2007). The second step is preparing, collecting and
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analysing data. The activities in this step will be interwoven between data collection
and analysis. Hence, the data could be well organised and more deeply analysed.
This working method may also be fruitful to energise the fieldwork and help in
developing the interim report required in the study (Miles & Huberman 1994).

Figure 4.1 Research Design
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Write individual case
report
Write cross-case
report

Adapted from Yin (2009)

Furthermore, as this study uses multiple cases in self-contained studies, data
collection and analysis will be conducted separately in each (Yin 2009). Each case
thus may reveal a significant finding. The emergence of a significant finding may
lead to the need to redesign the cases‘ data-collection protocol shown as a dashedline feedback loop Figure 4.1. The last steps are cross-case analysis that relies on the
individual case results, and drawing conclusion. The analysis will indicate the extent
of replication logic and will explain why each case has certain results. Rival theories
will also used to explain any differences between cases (Yin 2009). Modifying the
theory and proposing policy implications will be performed before drawing
conclusions from each case. Finally, cross-case analysis will be generated..
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4.5

Research Site
The study was conducted in two industrial clusters in East Java province; the

Bukir furniture cluster and the Sooko footwear cluster. These clusters show the
features of dormant or survival clusters, such as preponderance of MSMEs, localmarket orientation, a traditional production system, a significant role for
intermediaries, a lack of specialisation and inter-firm partnership (Altenburg &
Stamber 1999; Schmitz & Nadvi 1999; Sandee & Wingel 2002). Figure 4.2 shows
the geographical location of these clusters.
Figure 4.2
Map of Pasuruan City and Mojokerto Regency

The Bukir furniture cluster is in an urban area of Pasuruan that connects two large
cities in East Java province: Malang and Surabaya. In contrast, the Sooko footwear
cluster is in remote rural area of Mojokerto. This different geographical setting gives
rise to different socio-cultural background in the areas surrounding these clusters.
The two industrial also differ in the degree to which industrial-cluster policies have
been implemented. UPT Kayu and UPT Pasar Bukir are evidences of explicit cluster
policies that have been implemented by sub-national and local governments in the
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Bukir furniture cluster. In contrast, the sub-national or local governments have
implemented few policies to promote the Sooko footwear cluster.
4.6

Fieldwork Techniques
This section explains the field methods used to generate data. Data was

generated through direct observation, interviews with MSME managers and
government officers, participative observation at meetings of cluster promotion and
documentation of manuscripts related to industrial-cluster development. This
fieldwork was March 2011 and August 2011. The fieldwork was conducted using the
Indonesian language because the research setting was in Indonesia and the
respondents‘ mother tongue is bahasa. Thus, the use of Indonesian could minimise
potential language constraints. To ensure the validity of translation of the recoreded
interviews field notes and documents (from the Indonesian language to English),
they were translated into English by the researcher with support from a professional
translator who signed a confidentiality agreement.
4.6.1

Observation
Observation is a qualitative technique to capture naturally

interactions,

relationships, actions and events (Mason 1996). Marshal and Rossman (2011)
asserted that this technique requires that the researcher immerse him or her in the
research setting through formal and informal involvement. Formal involvement
includes spending unstructured time at the location, getting know people, and
learning the routine, while informal involvement refers to the activities strict time
sampling to record actions and interactions. The observation technique is prominent
in the literature based on its ontological and epistemological aspect (Mason 1996).
Ontological aspects focus on people‘s interactions, actions, and behaviours of people,
while an epistemological perspective suggests that this social evidence can be
generated through observing, or by participating in or experiencing, in a real-life
setting. The result of the observation is written in field note or record (Mason 1996;
Bryman 2008; Bernard & Ryan 2010; Marshal & Rossman 2011)
In this study‘s first research setting, observations were conducted after
receiving approval from the Human Research Ethics Committee of the University of
Wollongong, a recommendation letter from the University of Brawijaya, and an
endorsement from the local authority of Pasuruan. The objective was to physically
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observe the location, to contact key informant and get know people (include
government officers who would be interviewees in the study), and to learn the
routine of social and business activities of the local community in Bukir Pasuruan. A
similar procedure was performed for the second research setting, the footwear cluster
of Sooko Mojokerto.

4.6.2

Interview
Interviewing in qualitative inquires refers to an in-depth semi structured style

or loosely structured of interviewing (Mason 1996; Bryman 2008). Intensive
individual interviews are conducted with a small number of respondents to explore
their perspectives on a particular idea, program, or situation. In-depth interviews are
useful to generate detailed information about a respondent‘s thoughts and behaviours
or to explore an issue in depth. Additionally, Bryman (2008) stated that qualitative
interviewing tends to be flexible, responding to the direction in which participants
take the interview and perhaps adjusting the research focus as a result of significant
issues that emerge in the course of the interview. Mason (1996) argued that even
though interviews are characterised by a relatively informal style, it has to be
approached thematically.; to accomplish this, Bryman(2008) suggested using an
interview guide that list the issues or questions to be addressed in semi-structured
interviewing.
To construct an interview guide, this study followed Mason (1996), as shown
in Figure 4.3 Each (big) research question addressed in the study (Qn) was broken
down into several mini-questions (Qn.1,2,3…). These questions were converted into
interview topics and questions appropriate to the participants in term of language and
level of knowledge. To ensure that the link between the big questions and to their
component mini-question is established and to check whether these questions
incorporate a set of ideas about the interview topic, reverse cross-referencing was
carried out. Afterward, an interview format was developed to make interviews go
fluently and flexible. The last step was cross-checking to ensure that the format and
standardised questions adequately covered the interview topic and questions.
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Figure 4.3
Steps in Designing Interview Guide
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Adapted from Mason (1996)

Two types of participants were interviewed during fieldwork: MSME
managers/owners and government officers. Participants were recruited using a
purposive sampling strategy that targeted people who were strategically significant to
the dynamics of one of the two industrial clusters. Purposive sampling was not used
with the intention selecting a representative sampling but to maximise the range of
information uncovered (Guba 1981). Managers and/or owners were considered as the
main participants who cann uncover MSME‘s survival strategy, to explore the
existence of collective efficiency and to explain how social capital and cluster policy
affect firm survival in industrial clusters. In addition to verifying the implementation
of cluster policy, government officers from the Cooperative, Industrial and Trade
Service (CITS) of Pasuruan City, and the Industrial and Trade Service (ITS) of
Mojokerto regency, were interviewed. Finally, staff who represented the Bukir
market technical service unit (UPT Pasar-Bukir) and the wood technical service unit
(UPT Kayu), and an extension worker for promoting small and medium industry
(tenaga penyuluh industry) in Mojokerto, also participated in semi-structured
interviews to confirm how the supporting agencies contributed to the dynamics of
industrial clusters.
The majority firms within these clusters could be classified as micro, small or
medium firms. Such firms are not commonly registered in government offices
because there is no legal requirement to do so. However, the existence of these firms
could be identified by their production and business activities and facilitates, such as
workshops, showrooms, and the existence of board members. There are about 250
MSMEs in the Bukir furniture cluster, and more than 100 in the Sooko the Sooko
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footwear cluster. Most of these firms were invited to participate in this study by letter
explaining and describing the study (Appendix 1). From 350 potential participants,
56 (35 furniture producers and 21 shoe makers) were willing to participate in the
study and 294 refused for reasons such as busy schedules or reluctance to share their
experiences.

4.6.3

Participative observation
To identify issues related to industrial-cluster promotion, the study also used

participative observation at cluster meetings conducted by the East Java government.
This technique allowed the researcher to observe cluster stakeholders, such as the
members of East Java local council and officers from the Cooperative and SME of
East Java province, Industry and Trade of East Java province, from the Cooperative,
Industrial and Trade Service of Pasuruan City, Industrial and Trade Service of
Mojokerto Regency, the Central
Association of

Bank of Indonesia (Bank Indonesia), the

Indonesian People Credit

Institution (Perhimpunan Bank

Perkreditan Rakyat Indonesia)of East Java, the chamber of commerce (Kamar
Dagang dan Industri) of East Java, and representatives of MSME manager/owners,
discussing the MSME development program, particularly how to promote their
industrial cluster. Besides taking field notes, the researcher also recorded the
meetings using a voice recorder.

4.6.4

Documentation
To supplement observation, interview and participative observation several

documents relevant to the study were analysed. Bryman(2008) defined documents
that can be analysed in qualitative inquires as material that can be read, has not been
produced specially for purposes of the social research and is preserved and available
for analysis. In this study the documents analysed included the project reports of
industrial-cluster promotion initiatives, local economic data from Pasuruan city and
Mojokerto regency, local regulations and relevant local news stories.
4.7

Data Analysis
This section describes the data-analysis procedures used in this study. Data

analysis consisted of data management, descriptive accounts and explanatory
accounts (Ritchie et al. 2003). Data management refers to the data-reduction stage; in
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other words, the process of selecting, focusing, simplifying, abstracting and
transforming the data (Miles & Huberman 1994). Descriptive accounts involve the
detection, categorisation and classification of the substantive content and dimension
of the phenomenon under study. Explanatory accounts find patterns of association
within data and attempt to explain why those pattern occurs: this could involve
building an explanation

from other evidence or from interrogation of the data

(Ritchie et al. 2003).
This study followed Hesse-Biber and Leavy‘s argument (2006) analysis and
interpretation phases should not be separated, as the researcher often engages
simultaneously in the process of data collection, data analysis and interpretation.
4.7.1

Transcribing and translating data
This section explains the transcribing and translating of the data. Since the

data from fieldworks was in the form of audio files, it required transcription. The
MPEG Layer-3 audio files were transcribed verbatim by the researcher and saved as
rich-text- format (rtf) files. There were several benefits to the researcher performing
the transcription him self, such as the greater familiarity with the data, that it brought,
with the similarities and differences between different participants‘ accounts. This
step was followed by translating the transcripts of the interviews and participative
observation from bahasa to English. To ensure the validity of translation and to keep
the contextual meaning of the data, the translation process was performed by the
researcher with support from professional translator who signed a copy of a
confidentially agreement.
4.7.2

Coding
The next stage was coding a from of data analysis that pattern within

abundant data (Auerbachand & Silverstein 2003). Coding is acknowledged as a
formal representation of analytic thinking about qualitative data (Miles & Huberman
1994; Ryan & Bernard 2000; Auerbachand & Silverstein 2003; Hesse-Bibber &
Leavy 2006; Marshal & Rossman 2011). Miles and Huberman(1994) viewed coding
as an analysis to differentiate, combine and reflect on the data gathered from
fieldworks: Hess-Biber and Leavy (2006) and Auerbach and Silverstein (2003)
highlighted that coding may help the researcher locate key themes, patterns, ideas or
concepts that may exist within the data.
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Ryan and Bernard (2000) described the fundamental tasks related to coding:
identifying themes, building s codebook, marking text and constructing a model. The
sampling was performed through the identification of a corpus of text and the
selection of a unit analysis within the text: the identification of themes was carried
out before, during and after data collection. A codebook was constructed to organise
codes (labels or tags conveying meaning that could be in the forms of words,
phrases, sentences or paragraphs). Codes were designed as tags to mark off text and
as values assigned to fixed units. The last step was to seek the linkages among them
by building a theoretical model (Miles & Huberman 1994).
In this study, the researcher performed the following data-analysis procedures:
(1)

Reading through data. The researcher reflected on the overall meaning to gain
general sense of the information and ideas that participants conveyed.

(2)

Analysis through coding. The material was organised into segments by taking
the text data and grouping sentences into categories, then labelling those
categories with terms based on the actual language from participants.

(3)

Using the coding process to generate codes for the description and
generalisation of a small number of categories or themes. The researcher
analysed the themes that emerged and gathered the two cases into a general;
description for the bounded case.

(4)

Advancing the representativeness of the description of the themes by merging
the emergent themes into a narrative passage, so that the findings came
logically from the participants‘ responses.

(5)

Interpreting the meaning of the data by focusing on what the participants were
saying, the conclusions they drew and their intentions for future practices

4.7.3

Research steps
The research performed for this study followed a standard protocol to ensure

that the interviews yielded data consistent with the study‘s goal:
(1)

Initially, the participants were approached through phone calls or workplace
visitations. The research project was explained to the participants in writing
(using a participation Information Sheet, shown in Appendix 3) and orally. In
turn, they were asked to voluntarily participate in the study by completing and
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signing the Consent Form. If they were not willing to sign form, their oral
responses the consent form will were recorded.
(2)

In-depth (semi-structured) interviews were held with participants in their
respective offices.

(3)

Interviews were audio-recorded and transcribed within a day of the interview

(4)

Follow up informal contacts were initiated, and each participant was given his
or her respective transcript for member-checking and to verify transcript
content.

(5)

Government officers and representatives of trade associations were interviewed
to gain government perspectives and industry perspectives.

(6)

Secondary data in the forms of legal documents and study reports at the local
and sub-national level were reviewed the researcher.

(7)
4.7.4

The researcher coded the data for emergent themes.
Research credibility: validity and reliability
No single research paradigm claims superiority in the quality of research:

both quantitative and qualitative have their own assumption basis for credibility. The
good qualitative research have long been intensively discussed by scholars, such as
Guba (1981), Miles and Huberman (1994), and Mason (1996). Most argued that the
credibility of a qualitative inquiry could be examined through its trustworthiness,
using various reliability and validity criteria. Guba(1981) further listed four:
credibility, transferability, dependability and conformability. Miles and Huberman
(1994) underscored these aspects by broadly discussing five main issues about the
trustworthiness of qualitative inquiry: the objectivity/conformability of qualitative
work, reliability/dependability/auditability; internal validity/credibility/authenticity;
external

validity/transferability/fittingness;

and

utilisation/application/action

orientation.
Mason (1996) listed three elements by which qualitative research is generally
judged: reliability and accuracy of method; validity of data; and generalizability of
analysis. Reliability and accuracy of method ensures and demonstrates to others that
data generation and analysis not only answer the question but is also thorough,
careful, honest and accurate. Validity of data that can refer to the both the data
generation method and the data interpretation, and judges whether the researcher
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measured and explained what he or she claimed. Generalizability of analysis
including empirical and theoretical generalisation refers to the extent to which the
explanation has any wider resonance outside of the context being studied. Table 4.1
merges into two: validity and reliability. How these main criteria were addressed in
this study is explained in next section.

Table 4.1
The Criteria of Trustworthiness
Main
criterion

Guba
Credibility

Validity
Transferability

Dependability
Reliability
Conformability

Miles and Huberman
Internal validity/
credibility/
authenticity
External validity/
transferability/
fittingness
Utilisation/
application/
action orientation
Reliability/
dependability/
auditability
Objectivity/
conformability

Mason
Validity of data
generation and data
interpretation

Empirical and theoretical
generalization

Reliability and accuracy
of method

Source Guba(1981), Miles and Huberman(1994), and Mason (1996)

4.7.5

Addressing validity
The validity refers to the correctness or precision of the data-generation

techniques and the data interpretation performed by the researcher. To attain validity,
including its aspects of credibility and transferability, several procedures
recommended by Guba(1981) were performed in this study. First, the researcher‘s
engagement in daily life within the industrial districts and his positive interactions
with industrial-cluster actors during fieldworks (March – August 2010) were able to
ease potential distortions produced by the presence of researcher. In addition, the
researcher‘s similar culture background to the participants (Javanese culture),
allowed him to deeply understand the social and cultural context of the research sites.
Peer- debriefing to examine the researcher‘s insights was performed through
discussion about the research findings with supervisors and peer research students at
the Sydney Business School, University of Wollongong. The preliminary findings
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were also presented at the Doctoral Consortium of the 56th Annual International
Council for Small Business World conference, Stockholm, Sweden on 15 June 2011.
The third procedure performed to enhance the validity of the study was
triangulation: examining the concept being studied based on a variety of data
sources, different data-generation techniques and different theoretical perspectives.
Codes were triangulated by matching and contrasting the themes and sub-themes that
emerged from data generated through interviews, participative observation, and
documentation: data was then analysed against the existing themes and determinants
found in the literature review. The fourth procedure to enhance researcher validity
was giving participants the opportunity to check the appropriateness of the
researcher‘s of the interview data.
Several procedures were carried out to enhance the transferability of the
study. Guba (1981) explained that transferability becomes a significant issue in
constructing the validity of a naturalistic inquiry because qualitative research can
develop statements of truth that have general applicability. In this study,
transferability was attained by using purposive sampling and generating thick
descriptions. Fifty-five MSME managers and/or owners were purposively sampled as
main participants because they were potentially able to uncover the phenomenon
being studied. Moreover, purposive sampling was intentionally used not to select
representative sample but to maximise the range of information uncovered (Guba
1981). Furthermore, to provide thick descriptions in this study, information generated
from fieldworks was supplemented by descriptive data the about social, cultural,
economic and political context of the industrial district being studied. Hence, the
results of the study could potentially be applied to other contexts.
4.7.6

Addressing reliability
Reliability or replication can be addressed through the reflexivity of the study

which shows the reader the whole procedure used construct conclusions. Reflexivity
also ensures that the study‘s conclusions are supported by sufficient evidences
(Lewis & Ritchie 2003). Mason (1996) further added that a reliable study could be
generated by ensuring and demonstrating that the data generation and data analysis
not only answered the question, but also did so thoroughly, carefully, honestly and
accurately. Guba (1981) proposed two concepts to support the credibility of
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naturalistic inquires: dependability and conformability. The former refers to a stable
research process and consistent data despite instabilities potentially arising either
because of different realities being taped or because of instrument shifts; the latter
refers to the degree to which the researcher‘s bias effect research objectivity.
Dependability was achieved in this study by performing triangulation, as
explained above, and having a transparent the research process, taken during study.
Triangulation included multiple data-generation techniques (observation, interview,
participative observation, and documentation), the use of different data sources
(MSME managers and/or owner and government) and thematic-data analyses In
addition, to design of the interview guide and the selection of participants were
explained transparently, and the effects of the researcher‘s but minimised.
Therefore, the study could be replicated to very its results or to apply its methods to
other contexts.
4.8

Ethical Consideration
Before starting data collection, the researcher applied the National Statement

on Ethical Conduct in Human Research 2007 to the research process. The research
design was approved by Human Research Ethics Committee (HREC), University of
Wollongong. Approval was also sought and granted from University of Brawijaya, as
a researcher‘s sponsor, the Pasuruan Municipality and the Mojokerto regency, as
local authorities of the industrial clusters where the research was carried out.
Letters of informed consent and a request for participation were sent to the
targeted respondents. These explained the research project and provided justification
that research would provide benefits for MSME development in Indonesia.
Moreover, these letters also described how the data would be collected and provided
assurance that participants would not be exposed to a risk during the fieldwork and
that they were free to withdraw at any time, without giving any reason. Furthermore,
assurance was provided that all information given during the fieldwork would be
held in confidence and anonymity would be respected. The respondents and their
firms‘ identities would not be disclosed without their written permission. The names
and their respective affiliations of key personnel have not been revealed. All these
documents are provided in appendices.
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4.9

Summary
This chapter explained the rationales for the use of a qualitative case study

for this research. The nature of the research question; the benefits of the case study as
a methodology; the exploration of qualitative data; the social context and cultural
context of the study; and the researcher‘s active participation in the study are
considered as justifications of its research methodology. The research design of Yin
(2009) was also explained by this chapter, since it formed the b asis for this study‘s
design. Data-collection techniques consisting of interviews with owners and
managers of MSMEs, participative observation in daily lifes in industrial clusters,
and data documentation were also explained in this chapter. In addition, this chapter
explained the procedures carried out by the researcher to analyse data and enhance
research credibility.
Chapter 5 and 6 will present the results of this study. Chapter 5 will exhibit
the grounded realities in the Bukir furniture cluster of Pasuruan city, while Chapter 6
will do the same for the Sooko footwear cluster of Mojokerto regency.
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CHAPTER 5
GROUNDED REALITIES:
THE BUKIR FURNITURE CLUSTER IN PASURUAN

5.1. Introduction
The purpose of this study was to examine MSMEs survival in the furniture
and footwear industrial clusters of East Java, Indonesia. The following research
questions informed this this study : (a) Which driving factors of MSMEs survival in
industrial cluster, as identified in the literature, have been established by MSMEs in
furniture and footwear industrial cluster of East Java, Indonesia? (b) Why have these
particular driving factors been established? (c) How are these driving factors applied
by MSMEs in the furniture and footwear industrial cluster of East Java, Indonesia?
To address these research questions, this research used a case study methodology.
The philosophical and practical rationales for employing a case study were explained
in the previous chapter. The chapter also presented the research design, techniques
for data collection and data analysis and procedures for obtaining research
credibility.
The purpose of this chapter is to present the grounded realities of the Bukir
furniture cluster of Pasuruan. The research findings that this chapter presents are
based on analysis of the following data sources; semi-structured interviews with
owners and managers of MSMEs, representative government officers, and
representatives of Indonesian Furniture and Handicraft Association or ASMINDO,
official government documents, and the researcher‘s participative observation within
the Bukir furniture cluster.
This chapter is organised as follows: Section 5.2 presents the regional profile
of Pasuruan city; Section 5.3 describes participants profiles which including their
organisational and individual characteristics; Section 5.4 presents the MSME owners
and manager‘s, government‘s, and trade association‘s perceptions of MSMEs
survival; Section 5.5 describes the participant‘s perceptions of and experiences with
gaining collective efficiency in industrial clusters to ensure the survival of their
MSMEs; Section 5.6 presents the participant‘s perceptions of and experiences with
benefiting from of social capital to sustain their MSME; Section 5.7 shows the
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participant‘s perceptions of and experiences with cluster policy; and Section 5.8 is a
summary of this chapter.

5.2. Regional Profile of Pasuruan City and Bukir Industrial Cluster
Pasuruan is a small city at the main crossroads of East Java province. This
small urban area connects Malang district and other districts in the eastern part of
East Java. Pasuruan is about 75 kilometres northeast of Surabaya, the capital city of
East Java province. Pasuruan consists of three sub-districts (Kecamatan) and 34
villages within an area of 36.58 kilometres. The economic sector of Pasuruan, a
developing small urban area, is dominated by three sectors; trade, hotel and
restaurant; manufacturing, and transportation and communication.

Source: Statistics of Pasuruan City (2005-2009)
The contribution of these sectors toward Pasuruan‘s Gross Domestic
Regional Product (GDRP) is show in Figure 5.1. The trade, hotel and restaurant
contributes about 35%; manufacturing, about 18% and transportation and
communication about 12%. The manufacturing sector continuously increased its
contribution to Pasuruan‘s GRDP during 2005-2009, from IDRp 156,771,388,000
(equal to AU$15,667,138.8) In 2005 to. IDRp.178,096,247 in 2009 (Statistics of
Pasuruan City 2006; 2007; 2008; 2009; 2010).
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Table 5.1
Contribution of Manufacturing Subsectors
to the Gross Regional Domestic Product (GRDP) of Pasuruan City, 2005-2009
No

1
2
3
4
5
6
7
8
9

Subsectors

Food, beverage and
tobacco
Textile, garment and
leather
Wood industry and
like industry
Paper, printing, and
publishing industry
Chemical, oil, rubber
and plastic industry
Non metal mining,
except oil and coal
industry
Basic metal industry
Metal, machine, and
its equipment
Other manufactures
Total for
manufacturing sector

2005

2006

2007

2008

2009

(000'IDRp)

(000'IDRp)

(000'IDRp)

(000'IDRp)

(000'IDRp)

11,062,548

11,833,969

12,101,727

12,945,613

24,829,661

2,929,977

3,127,522

3,225,693

3,443,176

5,234,665

70,787,285

72,681,368

75,741,895

77,188,566

37,952,131

981,892

1,029,856

1,083,812

1,136,755

1,792,074

1,291,195

1,367,622

1,424,021

1,508,309

951,973

3,197,945

3,346,847

3,536,278

3,700,934

654,029

709,496

723,607

763,555

795,624

1,102,472

65,209,137

68,192,752

71,970,630

73,107,766

16,939,971

601,912

627,219

647,357

674,572

88,639,271

156,771,387

294,484,063

331,277,875

373,498,793

411,419,910

Source: Statistics of Pasuruan City (2005-2009)
Pasuruan‘s manufacturing sector is dominated by an industry subsector of
wood and like industries. This subsector generates various types of wood
commodities, such as rattan, bamboo and wooden furniture. Table 5.1 describes the
contribution of manufacturing sectors on Pasuruan‘s GRDP during 2005-2009. The
data shows that the wood and like industries subsector constituted more than 45% of
contribution of manufacturing industry sector on GRDP of Pasuruan during 20052009. In the same period, the metal, machine and equipment subsector composed
about 40% whereas the other subsectors constituted less than 10% of the contribution
of manufacturing industry sector‘s contribution to the GRDP of Pasuruan. However,
the global financial crisis that occurred in 2009, deteriorated buyer‘s purchasing
power that affected the performance of the wood and like industries in Pasuruan. As
a result, the contribution of this subsector to Pasuruan‘s GRDP significantly
decreased to IDRp. 37,952,131.00 in 2009.
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Bukir, a village in Pasuruan has been recognised as the biggest furniture
cluster in East Java province. The majority of the villagers work as carpenters or
craftspeople6. The name of the village where the furniture cluster is located comes
from the Java word, “ngukir”, which means crafting. Although there is no adequate
data about the origin of furniture production in Bukir, Marijan (2006) conjectured
that this furniture cluster started around the 1930‘s when people from this village
worked as a carpenters for Dutch businessmen and others in the city of Pasuruan.
Sdt, an MSME owner in Bukir, concurred.
“There is no formal source of information explaining when the people of
Bukir started to make furniture for commercialisation. The origin of the Bukir
furniture cluster is like a local tale told by indigenous people from generation
to generation. For me, I got the story about the Bukir furniture cluster from
my father. According to my father‟s story, the villagers of Bukir have made
furniture for commercialisation since the 1930‟-s. At that time, furniture
makers solely made furniture for fulfilling their job orders from wealthy
families in Pasuruan. There was no competition between furniture producers
because the number of producers was limited and most of the producers had
family ties with others.
The popularity of furniture products from this village stimulated several
furniture makers from Jepara and other cities to move to Bukir and start to
participate in this furniture industry.”7
This interview reflects the limited documentation of the history of Bukir‘s furniture
cluster. This interview also echoes Marijan‘s study which asserted that the Bukir
furniture cluster it was already established when the participant‘s father was a child
(about 70 years ago). The participant also mentioned the link between the Bukir
furniture cluster and the Jepara furniture cluster which suggests that the crafting skill
of Bukir‘s people was originally transferred from other furniture clusters.
There is no valid data about the growth of the wood furniture cluster in Bukir
because most furniture producers are informal firms. The owners and managers of
these firms are not familiar with administrative practices, such as recording their
business transactions or reporting their performance to a government office. Thus,
government officers have inadequate data to explain the progress of this industrial
cluster. However, in-depth interviews with representative government officers and
study participants confirms that the development of this furniture industrial cluster is

6

The monograph of Bukir village 2010 shows that inhabitants of Bukir who work as a carpenter are
more less 1,789 persons
7
Interview with Sinardiyanto in Pasuruan on 26 March 2011
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Figure 5.2 The Gate of Bukir Furniture Cluster of Pasuruan
in Gatot Subroto Street

Figure 5.3 Furniture Showrooms in the Bukir Furniture Cluster of Pasuruan
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fluctuating. Interviews conducted between March 2010 and August 2011 showed that
the most rapid growth of the Bukir cluster occurred during the 1980s –and 1990s. For
example, Agg, about 40 years old, a government officer from UPT Pasar Bukir--

8

said that one weekend, due to intensive trading within the Bukir cluster, the
authorities, Gatot Subroto9 Street to public access. Domestic buyers from other parts
of Indonesia visited the cluster to look at products or to make direct transactions with
producers. The rapid growth of Bukir cluster also drove the geographical expansion
of the cluster. Initially, the label Bukir was taken from the name of an urban village
(kelurahan) Gading Rejo subdistrict where MSMEs producing furniture were
located. However, at the next stage, Bukir cluster expanded not only across the Bukir
urban village but it covered neighbouring areas such as the Gading Rejo, Bugul
Kidul, and Purworejo subdistricts. This geographical expansion was due to the Bukir
people‘s increasing interest in the furniture industry.
The increasing attention of Bukir‘s people toward the furniture industry can
be seen from the increasing number of houses that have become furniture showroom
workshops. Most houses located in Gatot Subroto Street (about two kilometres long)
are furniture showrooms (Figure 5.3), while deeper into the cluster the workshops are
usually located at the side of houses or in back yards (Figure 5.4). One of the
contributing factors stimulating the popularity of the Bukir furniture cluster is the
style of the furniture, which is based on ancient styles. It is similar to the style used
by the furniture makers of Jepara furniture cluster because the first generation of
furniture makers in Bukir learned their crafting skills in Jepara.
Interestingly, Bukir furniture makers‘ villages of origin generally determine
what products they make. For instance, furniture makers from Jaelan specialise in
making cupboards, while those from Tahunan and Sungi make wardrobes, those
from Pilang and Kompyang make dining tables, those from Pinggisan, Pilang and
Sidogiri make wooden beds and those from Sebani and Bukir make sofas.

8

UPT or Unit PelaksanaTeknis is the technical service unit provided by the Cooperative, Industrial
and Trade Service of Pasuruan City to facilitate marketing of commodities within the Bukir
furniture cluster.
9
Gatot Subroto Street is a two-kilometre-long main road of East Java province that connects cities in
the east to those in west part of East Java region. Most MSMEs within the Bukir cluster are located
near this street.
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Figure 5.4 Workshop in the Bukir Furniture Cluster of Pasuruan

Figure 5.5 The Actors in the Bukir Furniture Cluster

In general, the composition of furniture producers in the Bukir furniture
cluster forms a pyramid (Figure 5.5), with micro furniture producers (those with
fewer than 10 employees) as the base. In middle are small furniture producers, which
commonly employ 10 – to 30 workers and use semi-automatic production
machinery. At the top are a few medium-sized producers, who play prominent role in
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the cluster, they mediate between suppliers and micro and small producers to source
raw material and to access markets, and setting up. Subcontract relations. By
performing these dual roles, these producers can dominate the distribution channel of
furniture from this cluster.

5.3. Profile of Participants
One distinctive feature of micro, small, and medium enterprises is the absence
of formal distinctions between ownership and managerial functions. Hence, the
individual characteristics of the owners and managers determine the business
strategy. Table 5.2 shows the personal characteristics of this study‘s participants, and
Table 5.3 shows the organisational features of their firms.
Most of the participants (77%) interviewed for this study were male, only
eight 35 participants (23%) were female. The domination of males in MSME
ownership reflects the local culture in the Pasuruan area, which considers that males
are responsible for meeting their families‘ needs. Consequently, most MSMEs in the
furniture cluster are owned and managed by males, who also function as heads of
households. This was confirmed by Sdt
As a husband, I have responsibility for fulfilling my family‟s needs. I
allow my wife to stay at home, to take care of my children and
perform household activities. The division of work between husband
and wife is common in our culture. Probably, this value creates the
male domination in ownership and management of MSMEs in Bukir.
10

Ev, a female manager of an MSME echoed this opinion:
This business owned by us (me and my husband) but in daily activities, I
take responsibility for searching for buyers, controlling workers, and
sourcing financial support. But I often discuss some important issues
with my husband to find the solution. My husband gives me more
authority in managing our business since my children have grown and
have been able to take care themselves independently 11.
The participants were also characterised by lack of formal education 49%
had only an elementary-school education; 9% had finished their education after
completing junior high school and 26% after completing high school. Only 3% had

10
11

Interview with Sinardiyanto in Pasuruan on 26 March 2011
Interview with Eva in Pasuruan on 28 March 2011
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completed higher education, and 14% had no formal education at all. Although most
respondents had limited formal education, the majority had significant work
experience as furniture makers, 17 out of 35 (49) had more than 15 years experiences
in the furniture industry.

Table 5.2
Individual Characteristics of the Main Participants
in Bukir Furniture Cluster
(n=35)
Characteristic
Sex
Male
Female
Total
Educational Background
Higher education
Senior high school
Junior high school
Elementary school
None
Total
Working experience
≤ 5 years
5 – ≤ 10 years
10 – ≤ 15 years
> 15 years
Total
Cultural background
Java
Madura
Other
Total
Religion
Muslim
Catholic
Christian
Hindu
Buddha
Total
Role in enterprise
Owner
Manager
Owner and manager
Total
Mode of entry
New venture start (First generation)
Business takeover (Second generation)
Total

Source: Fieldwork (2011)
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Frequency

Percentage

27
8
35

77%
23%
100%

1
9
3
17
5
35

3%
26%
9%
49%
14%
100%

4
5
9
17
35

11%
14%
26%
49%
100%

33
2
35

91%
9%
0
100%

35
35

100%
0
0
0
0
100%

0
9
26
35

0
26%
74%
100%

25
10
35

71%
29%
100%

In regard to the social-cultural characteristics and their function in enterprises,
all study participants were Muslim. The majority (91%) were Javanese the remaining
9% were Madurise. The term ―Javanese culture‖ refers to the local culture
particularly in central and east parts of the island of Java. Its values including:
politeness, respecting older people, collectiveness and avoiding conflict. In contrast,
the Maduran culture prevalent on Madura Island in the north of East Java province,
values extroversion and considers family as the most important social asset. These
cultural factors play a role in how MSME owners and managers act in a cluster
setting.
As Table 5.2 shows 74% of participants were both the owners and managers
of their MSMEs, while 26% were managers. None of the participants was an owner
without also being a manager. This data shows that ownership and managerial
functions were commonly performed solely by the owner; this may be because the
owner considered that these functions were straightforward enough that they did not
require the owner to hire manager. By performing these dual functions, owners could
potentially increase the effectiveness of their control over business operations, and
keep expenses down. For those firms where there was a manager who was not the
owner, this person commonly had family ties with the owner.
Owner‘s or manager‘s mode of business entry refers to how the owner or
managers started their business. Twenty-five (71%) participants started their business
independently (first generation of family business operators) and 10% (29%) had
taken their firm over from other owners (second generation of family business
operators). The existence of first-generation family enterprises in Bukir was driven
by location advantages (local externalities) of this cluster, such as the availability of
wood and, skilled workers and proximity to furniture markets. In contrast, secondgeneration family businesses were likely driven by family factors – specifically, a
desire or need to continue the family business. In other words, the second-generation
-family business owners were not involved in the process of deciding their family
business location. In addition to exploring the respondent individual characteristics
this study also examined the organisational characteristics of their firms.
Table 5.3 presents the classification of participants‘ enterprises by their
business scale, market orientation, and length of operation. According to the
enterprise classification used by BPS (the Indonesian Bureau of Statistic), most
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MSMEs (66%) in this study were small enterprises only six micro and six medium
enterprises. MSMEs in Bukir were often acknowledged as non-formal because their
owner or manager managed their firms solely with traditional techniques. These
business entities were also known as a household firms, since most of their workers
were members of the owner‘s family, and most of their activities were carried out in
the home. Consequently, the owner had no legal obligation to register their business
with the Indonesia Ministry of Industrial or Trade, making them by definition nonformal.

Table 5.3
Organisational Charactristics of Participants
in the Bukir Furniture Cluster (n=35)
Characteristics
Business Scale
Micro
(fewer 5 workers)
Small
(5 – 19 workers)
Medium (20 – 100 workers)
Total
Length of operation
1 – 9 years
10 – 19 years
20 – 29 years
30 – 39 years
Total
Market orientation
Domestic market
Global market
Total

Frequency

Percentage

6
23
6
35

17%
66%
17%
100

6
15
10
4
35

17%
43%
29%
11%
100

33
2
35

94%
6%
100

Source: Fieldwork (2011)

Two types of workers were employed in Bukir furniture clusters, borongan,
or contract-based, and permanent. Borongan workers work in their own house
(workshop) and are paid by the employer based on how many pieces of furniture
they produce. To maintain product quality, their work must comply to a standard
quality agreement. In contrast, permanent workers work in the workshop during
normal business hours (8 a.m. to 4.p.m.) and are paid weekly based on the number of
days they work.

Generally borongan workers earn more than permanent, as

employers do not have provide lunch, workshop space or production tools, which
allows them to pay the workers more. Moreover, borongan workers may receive a
bonus that puts their earnings at more than the minimum wage in Pasuruan if they
consistently generate quality pieces for a month. According to Ponari, a micro-scale
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furniture producer, permanent workers could get IDRp 250,.-000-350,.-000 (about
AU$ 25-30) monthly, while borongan workers get varied wages depending on how
much they produce. For example, they if they finish a television table (which retails
for IDRp 800,.-000) within four days, they could get IDRp 120.00012.
Enterprises were also classified in this study by their length of operation.
Most MSMEs (43%) had been operating between 10 and -19 years. Seventeen per
cent had been operating less than nine years, 29% between 20 and 29 years and 11%
between 30 and 39 years. With regard to market orientation, the firms were classified
as either domestically oriented or globally oriented. Only two had successfully
exported their product to overseas, the other 33 having a domestic market
orientation. The most common export destinations were Malaysia, China, France,
Italy, and US; domestic market destinations ranged from Pasuruan region to the main
cities outside Java Island, such as Bali, Makassar and Lombok.

5.4. The Survival of MSMEs in the Bukir Furniture Cluster
As the study aims to explore the survival of MSMEs within industrial clusters,
the researcher asked participants about their perceptions of enterprises survival. To
obtain a comprehensive explanation about MSME survival, the researcher also
interviewed representative government officers and the secretary of the Indonesian
Furniture and Handicraft Association (ASMINDO). The researcher also performed
participative observation in a focus-group discussion involving government
institutions, officers, MSMEs owners and managers, and trade associations. The
following sections discuss themes that emerged
5.4.1

MSME Survival as Seen by MSMEs Owners and Managers
Eight themes dealing with MSME survival emerged during the interviews with

owners and managers (Table 5.4). Owners and managers discussed the survival of
their MSME using various measurements, such as generating profit for the owner,
having adequate sales, allowing the owners to decrease or repay their debt to invest
for a better future or to satisfy their clients, continuous operation, fulfilling family
needs, and increasing assets and property. Nearly half participants (17 out of 35)

12

Interview with Poniri in Pasuruan on 11 April 2011
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perceived MSME survival as business continuity a smaller number perceived it as
maximising profit and sales.

Table 5.4
Perception of Owner and Managers about the Survival of Their MSME
in the Bukir Furniture Cluster
(n=35)
No
1
2
3
4
5
6
7
8
Total

Theme
Profit
Sales
Debt level
Investment
Business continuity
Client satisfaction
Family-needs satisfaction
Increasing asset and property

Frequency
1
1
4
1
17
1
7
3
35

Percentage
3%
3%
11%
3%
49%
3%
20%
9%
100

Source : Fieldwork (2011)
5.4.1.1.

Business continuity
Bukir MSME owners and managers considered business continuity to be the

most important criterion for MSME survival. Many participants said that when
MSMEs are performing production activities, such as sourcing and preparing raw
material, producing furniture, and selling furniture to customer, these businesses are
surviving.
Sbd, a MSME owner in the Bukir furniture cluster, explained:
“I can say that a firm can be defined as a survival firm if it is not
bankrupt or if it is able to finance its operation. I have experience
about the survival of my firms. The Indonesian economic crises in
1998 decreased the furniture demand significantly, and in turn lead
my firm bankruptcy. This is because I had to pay my fulltime
workers although no income/cash went to my firm.
The condition got worse when I did not have any money to finance
my business operation, including buying timber or hiring
employees… so I decided to discontinue the operation of my firm in
that period. Alhamdulillah…. (thanks be to God)…I was able to
collect a little money to rebuild my furniture business in 2006. I
could source logs and other materials and pay employees to work in
my workshop in that time and my firm has survived until now…as
you can see now….-.there are production activities in my
workshop.-”13

13

Interview with Subandi in Pasuruan on 28 March 2011
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Other owners and mangers perceived that business continuity is also indicated by the
presence of job order from buyers. Sht, MSME owners of in the Bukir furniture
cluster said
“My enterprise survives because job orders regularly come to my
workshop, hence my employees can work to make furniture regularly and
money comes to my pocket….”14
These interviews revealed that owner and managers consider business continuity as
indicated by the existence of production process and job orders as a measurement of
MSMEs‘ survival.
5.4.1.2.

Satisfying family needs
The next emergent theme associated with MSME survival is ―satisfying

family needs‖, such as buying food, paying educational fees for the children or
paying for medical care. Seven participants in Bukir furniture cluster reported that
fulfilling family needs is the ultimate goals of their business. They argued that most
of people‘ daily living in Bukir is based on the furniture business run by the family
head. Ih, a participant in Bukir furniture cluster, said:
My main profession is as a furniture maker. The consequence of this
profession is that my main source of living is subject to income from
making furniture. I will be able to buy food, to send my children to school
and to fulfil other family needs, if I have adequate money from making
furniture. Hence I can say that when my enterprise is running well and
generating adequate money to meet my family needs, it means that my firm
is surviving. In contrast if the enterprise lacks orders and it can be
concluded that the enterprise is not surviving.15
.
This phenomenon illustrates that in the Bukir furniture cluster, owners‘ and
managers‘ entrepreneurship is dominated by the fact that these are, for the most part,
family businesses. All business activities are guided by this family orientation there
is no planning for business development.

5.4.1.3.

Decreasing debt level
Since participants considered limited sources of financing as a significant

constraint, they put high value on the ability to decrease or repay debt. Borrowing
14
15

Interview with Suharto in Pasuruan on 1 April 2011
Interview with Ilham in Pasuruan on 29 March 2011
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money is a common strategy for MSME owners in Bukir when, for example, they
lack cash to buy wood or pay the workers due to late payment for their furniture.
Four participants considered MSMEs‘s ability to generate funds to repay debt as an
indicator of MSME survival. In other words, the MSMEs that survive are the ones
that strengthen their owners‘ financial capability.
Nnk highlighted the importance of repaying debt:
For me, repaying the debt is important to build trust with partners.
I always try to make it on time. However, my commitment to repay
debt to my partner depends on how much money I got from my
furniture business. Thus, I will be able to repay my debt or
decrease my debt if my furniture business is surviving” 16

5.4.1.4.

Increasing assets and property
The next theme mentioned by participants to indicate the MSME survival was

―increasing asset and property‖. This theme becomes important when considering
that most of the owners and or mangers interviewed do not differentiate their
personal assets from the business property. Increasing assets as an indicator of
MSMEs survival was interpreted by Sdt:
“ Just like other indigenous (Javanese) businessmen, I never
record my income and expenses on regular basis. However, if
someone asks me about my firm I easily say that my firm survives
and develops because my property is increasing. If I own more
cars and my house is in better condition, it indicates that my firm
is surviving. Although, there is no cash in my hand, it doesn‟t
mean that I am not successful or my firm is not surviving. I have
properties and business investment; you agree that this indicates
business success, don‟t you? I also refer to my father who has
developed his own business. Although he has not much money in
his bank account, he has nine cars, two trucks, and many
hectares of land, and the most important thing is that he is able
to prepare the future by providing a good education for his
children.17

Client‘ satisfaction, sales, profit, and investment

5.4.1.5.

Owners and managers also mentioned themes dealing with conventional
indicators of business performance as indicators of MSME survival. Conventional

16
17

Interview with Nonok in Pasuruan on 1 June 2011
Interview with Sinardiyanto in Pasuruan on 26 March 2011
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business indicators refer to the customer satisfaction, sales, profit, and investment.
An owner of small-scale furniture business highlighted the importance of satisfying
clients, particularly those who are steady customers. He argued that since the
majority of their furniture are job order product, there is no higher concern than
satisfying his clients in terms of product quality, produce price, and delivery time.
Thus, he considered client satisfaction as the indicator of MSME survival18.
IH, another MSME owner in the Bukir furniture cluster, expressed a different
view:
I agree with the argument that considers satisfying customers as an
indicator of business survival. However, since intensive price
competition among furniture producers may erode producer-client
good relations, it seems that customer satisfaction cannot be directly
associated with MSME survival.
You can see….on weekends, when there are more informal furniture
traders, there is a price war in Bukir. Price competition occurs
because most of producers reduce their prices so they can get
immediate cash revenue. They need cash to pay the workers. In this
situation, entrepreneurs only focus on selling all their products, so
they can produce new products in the following week. Thus, I
determine the survival of MSMEs by the number of furniture pieces
sold in a certain time. 19
This interview shows that the ―satisfying clients‖ indicator of MSMEs‘ survival is
not accepted by all owners and managers in the Bukir furniture cluster. In addition,
many accepted that producer-client relations cannot maintain a continuous string of
transactions between particular producers and clients because the competitive
environment in this cluster may influence buyers‘ preferences in buying furniture.
Thus, this indicator should be validated by an alternative indicator that directly
shows the development of MSMEs, such as sales value.
In some situations, owners and managers consider not just sales, but also
profit, as success indicators of their firms. Owners or manager of medium-sized
enterprises start to think about benefiting from their business. They determine the
minimum margin they feel should be obtained from business transactions. As
consequence, they does not join in price wars in existing market segment, instead,
they focus on higher-level market segments, such as high-income customers or
foreign market.
18
19

Interview with Ruzian in Pasuruan on 29 March 2011
Interview with Ismail Hadi in Pasuruan on 29 March 2011
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The last theme relating to MSMEs survival is investment. Owners and
managers consider the ability of MSMEs to generate money that owner can invest as
an indicator of the survival of MSMEs. In this context, investment refers not only to
financial assets, but also investing money to start new businesses. Many successful
MSMEs owners in the Bukir furniture cluster extend their core business in furniture
by setting up furniture-related businesses, such as wood trading or transportation
services. Sdt, who owns of MSMEs as well as operating a wood-traiding business,
said:
“My experience in conducting furniture business teaches me that
maintaining the availability of raw materials is one key success
factor for furniture entrepreneurs. Thus five years ago, I decided to
invest
some
money
in
a
wood-trading
business.
Alhamdullilah……..this new business gives me benefits; it supplies
raw material for my existing furniture business and generates
additional profit for me. In addition, this business also represents
the survival and the success of my enterprise.20

5.4.2. MSMEs‘ survival from governmental perspective
To obtain a comprehensive definition of MSME survival, the researcher
carried out interviews and participated in a focus-group discussion that involved
officers from government agencies and the Bank of Indonesia. Representatives of the
Cooperatives and SMEs Service of Pasuruan City and East Java province and of the
Bank of Indonesia (BI) were believed to have perspectives about MSME survival
that probably differed from those of MSME managers and owners. This difference
was the result of their different roles in, to the development of MSMEs at macro
level, while MSME managers and owners were likely to pay more attention to their
individual interests.
Hdt, an officer from the Cooperative and SMEs Service of East Java,
explained that determining the parameters of MSME survival provides at least two
benefits for government; aiding in determining the types of government intervention
that should be applied for stimulating MSMEs development, and evaluating the
impact of government interventions that have been implemented

21

. By

understanding the development stage of the survival of MSMEs, local government

20
21

Interview with Sinardiyanto in Pasuruan on 26 March 2011
Focus-group discussion in Sidoarjo on 29 June 2011
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may easily determine what types of initiatives should be implemented for certain
industries.
Yns, an officer from the industrial-development section of the Cooperative and
SMEs Service of Pasuruan City added:
Most MSMEs in the Bukir furniture cluster are informal firms, so
they have no obligation to provide report about their business
progress to the Government. Consequently, our office has no
sufficient data describing the survival of these enterprises. But
from my view, survival of MSMEs within this cluster could be
seen from their ability to absorb significant numbers of
employees. Initially they employ their own family members as
unpaid employees then they hire their neighbours as paid
employees in line with their business development. It means that
their business is surviving because the business is able to provide
employment for Bukir inhabitants.22
These interviews reveal that from the provincial and municipal government
perspectives, MSMEs are not considered as business entities only, but are also
recognised as informal actors that contribute to social development. Thus it could be
concluded that from the government perspective, the MSMEs that survive are the
enterprises that play social roles, such as reducing poverty in the community.
Another theme that emerged from the focus-group discussion was the opinion
that the bank sector, which was represented by the Bank of Indonesia (BI),
considered financial and non-financial aspects of MSMEs as indicators of their
survival. Financial aspects of MSMEs can be measured by solvency, liquidity,
profitability, action and operational ratios, while non-financial aspects include
managerial quality, personal, and the character and social capital of the owner23.
These indicators of MSME survival are used by banks for applying the prudential
principle and minimizing the risks of non-performing loans in micro-credit
allocation. Although these indicators seem to be complicated for MSMEs, BI
expressed no intention to create constraint for MSMEs in accessing financial support
5.4.3. MSMEs‘ survival from the private sector perspective
The formal association of furniture producers in Indonesia is ASMINDO or
the Indonesian Furniture Industry and Handicraft Association. ASMINDO is an

22
23

Interview with Yunus, in Pasuruan on 30 March 2011.
Summary from focus-group discussion in Sidoarjo on 29 June 2011.
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independent association with the primary objective of representing and promoting
the aspirations of Indonesia‘s furniture and handicraft industries. ASMINDO plays
an important role as the furniture industry‘s official body responsible for maintaining
a regular dialogue with the Government and for consultation with various
government

agencies

and

with

domestic

and

international

private-sector

representatives. Hence, involving ASMINDO to gain perspectives on MSME
survival in the furniture context is reasonable. Along with ASMINDO, an informal
association of Pasuruan furniture producers or ASPEK (the Pasuruan Wood
Craftsmen Association) participated in the focus group. This organisation focuses on
local issues associate with the Pasuruan furniture industry.
ASMINDO and ASPEK representatives agreed that sales and capability to
absorb employment are indicators of furniture firms‘ survival. CS, an executive
secretary of ASMINDO, East Java chapter, said:
“The Indonesian furniture industry has good prospects because
foreign and domestic market demand in creating. However,
increases demands for furniture are not followed by good
governance in the wood supply chain. Therefore, we hope that the
Government will take real steps to regulate the wood supply
chain: hence we could know where we can source the wood in
standard price.
This is a golden opportunity for Indonesian furniture producers to
survive and employ more workers by maximising their production
capacity and to export what they produce24.
Meanwhile, AB said:
We encourage our member to cooperate with each other in selling
furniture, so they can survive. This mutual benefit is important to
avoid unfair competition among furniture traders. We are aware
that the majority of our members are micro and small furniture
producers, and there are many informal workers who source their
income from it, hence to help their businesses survive is our main
goal25.
These interviews reflect that MSMEs‘ sales and ability to employ workers are
indicators showing how MSMEs survive. Although ASMINDO focuses on
increasing the export capability of its members, ASPEK emphasises that strong sales

24
25

Interview with Chilman Suaedy in Sidoarjo on 29 June 2011
Interview with Abu Bakar in Pasuruan, on22 March 2011
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are enough for their members to survive. Both stress that the implication of this
indicator is creating more jobs.

5.5

The Driving Factors of MSMEs’ Survival in the Bukir Furniture Cluster
Interviews with participants in the Bukir furniture cluster revealed emergent

sub-themes considered by the MSME owners and managers as driving factors of
their MSME survival. Table 5.5 shows the overall sub-themes that emerged from the
interviews. In general, participants‘ responses to the question ―What factors drive
your firm‘s survival?‖ can be grouped into five sub-themes: local external economy,
joint action, social value, social relations, and indirect cluster policy. These subthemes were then grouped into three driving factors of MSMEs survival: collective
efficiency, social capital, and cluster policy. The following sections discuss each
factor.

Table 5.5
Driving Factors of MSMEs’ Survival in the Bukir Furniture Cluster
Driving factors

Collective
efficiency

Theme

Cluster policy

Participants

Availability of raw materials

32

Domestic demand for furniture

30

Pooling of skilled workers

30

Easy access for transportation
Vertical partnership
Horizontal partnership

29
9
32

Social value

Self-realisation

5

Social relation

Worker-owner relation
Owner-middle agent

25
3

Conductive environment

30

Good infrastructure

30

Local external
economy

Joint action

Social capital

Sub-theme

Indirect cluster
policy

Source: Fieldwork (2011)
5.5.1

Collective efficiency
Collective efficiency can be seen as a function of benefits provided by

location and by joint action by MSMEs, such as sharing product and market
information, increasing production and marketing efficiency or
subcontracting of job orders
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intensive

5.5.1.1 Local external economies
By locating in the Bukir furniture cluster MSMEs gained external economies
in the form of sufficient infrastructure; such as roads, power and communication
networks, the availability of raw materials, existing market demand for furniture,
and abundant skilled workers
5.5.1.1.1

Raw material

The majority of participants (32 out of 35) said that the availability of raw
materials, particularly teak and mahogany timber, for producing furniture
significantly influenced the survival of their business. As the furniture industry is
considered to be resource-intensive, and will not develop or survive without a
continuous supply of resources. In addition, Indonesian furniture is well known in
the world furniture industry because of the use of natural resources and ethnic styles
in its construction.
However, decreasing stocks of the main types of timber in Indonesian forests,
illegal logging and illegal trading, and increasing global awareness about the
environment have motivated the Indonesian authorities to strictly regulate the
distribution of wood. The Indonesian Government through the Perhutani, or stateowned forestry enterprises26 implement environment-friendly programs to sustain the
supply of wood from Indonesian forests. Yet, participants considered this policy as a
constraint rather than as a government support for development. A prominent
obstacle is the existence of goverment corruption and bribery in wood distribution.
Furniture producers had to pay additional costs for wood from legal sources.
To avoid this, furniture producers tend to source their raw material from
private wood traders. Suppliers to the furniture makers in the Bukir furniture cluster
regularly supply wood from forests both within and beyond Pasuruan, such as
Malang, Lumajang, and Madura. They provide various types of wood, including
teak, mahogany, and gembili. In addition, in anticipation of decreases in the forest
wood supply, some furniture makers started for using material from non-forest wood

26

Intensive usage of teak wood through illegal as well as legal logging causes deforestation. To cope
with this serious problem, the Indonesian government, through the Perhutani (state-owned
enterprises) regulates the distribution of kayu jati. Although, people are allowed to plant teak wood
individually,they must obtain a permit letter (pass) from the Perhutani if they plan to sell it (Marijan,
2006).
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or timber plantations. Table 5.6 shows the availability of non- forest wood in
Pasuruan and other regions in East Java province. There were 4,387.8 m3/sn/ton of
teak wood supplied by ―people-forests‖ (plantations) in Pasuruan: 493.6 m3/sn/ton of
teak and 138.8 m3/sn/ton of mahogany. The furniture industry in this region is also
supplied by plantations outside of Pasuruan, in areas such as Malang, Lumajang,
Bangkalan and Sampang.
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Source :http://dishut.jatimprov.go.id/data_det.php?id=23

Table 5.6
The Availability of Non-Forest Wood in East Java Province
In 2009

5.5.1.1.2

The emerging of furniture market

Participants also mentioned the emerging local furniture market in the Bukir
furniture cluster as a driving factor of their MSMEs‘ survival. The Bukir furniture
cluster has long been acknowledged as offering a variety of furniture at affordable
prices. Although transactions in this cluster are mainly conducted between local
sellers and domestic buyers, buyers from various cities outside of Pasuruan are also
regular visitors. From the fieldwork in this study, the researcher could identify that
not all buyers were end customers, some were furniture retailers in their hometowns.
The existence of resellers also contributes to the popularity of Bukir as a furniture
cluster across East Java province.
Most MSMEs in the Bukir furniture cluster focus on national and regional
markets. In regional markets, furniture producers of Bukir reach cities such as
Malang, Blitar, and Lumajang. At the national level, Bukir furniture producers
distribute their products to cities in Bali, Makassar, and Nusa Tenggara Barat
province. Their main competitor is the producers from Jepara furniture. This
furniture cluster has long been acknowledged as a global furniture cluster. However,
Jepara furniture cannot completely dominate the Indonesia domestic market, since
most Indonesian domestic buyers prefer to buy cheap furniture. Domestic furniture
buyers consider furniture to be an ordinary product, not a luxury item. This
characteristic was clarified by Tfk, a Bukir furniture producers:
“…in the domestic market I face customers who use product price as a main
consideration for buying furniture. They consider furniture as an ordinary
product that can be changed whenever they want. It‟s different with foreign
buyers who view furniture as a cultural product that requires that buyers
express their value of the culture by preferring buy it ….27”
This interview suggests that the survival of Bukir furniture producers in the domestic
market is mainly determined by the low-price, and in foreign markets by the
products‘ ethnic style and natural materials.
In addition, as Table 5.4 shows, the majority of this study‘s participants were
domestic-market-oriented; however, there were also furniture producers who
successfully exported their product to foreign market, such as Malaysia, China, and
the United States. To reach these markets, firms must compete not only with other

27

Interview with Tfk in Pasuruan on 27 March 2011
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Indonesian furniture producers, but with foreign furniture producers, particularly
those in China and India.
There is no adequate data to determine the competitiveness of Bukir
furniture within the global market. Narjoko (2008) provides probably the best
general information about Indonesian furniture in foreign markets. He argued that the
quality and price of Indonesian furniture is relatively more competitive than the
furniture of several other Asian countries such as China and India. According to this
study, Chinese and Indian furniture producers were able to attain higher exports than
Indonesian furniture manufacturers because they used a more aggressive
international strategy. As a result, Chinese and Indian furniture producers increased
their furniture export four and nine times, respectively. During 2000-2007, while
Indonesian furniture manufacturers only raised their exports by 1.24 times in the
same period.
In addition, several constraints to furniture-industry development tends to keep
many MSMEs‘ owners and managers within Bukir from producing for foreign
markets. The need for a high standard of product is one of these constraints. Many
Bukir furniture producers who get overseas orders through furniture agents cannot
the standards required for exports, such as accurate size of product and overall
quality. Another constraint that discourages Bukir MSMEs from linking to foreign
markets is onerous and complex export procedures that require time and money that
the Bukir furniture producers.
In-depth interviews with study participants revealed that besides export
constraints. Furniture producers are reluctant to access global markets because there
is already continuous domestic demand. Sdt, a successful entrepreneur in the Bukir
cluster argued:
“I am already overwhelmed with meeting the needs of the domestic market. so
why do I have to reach foreign markets? Selling domestically or exporting my
product does make a difference; the main thing is getting money from this”.28
It is likely that the abundant domestic demand for furniture products satisfies the
MSMEs owner and managers within Bukir cluster, so that most prefer to focus on the
domestic market than risking an attempt to penetrate foreign markets.

28

Interview with Sinardiyanto in Pasuruan on 26 March 2011
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The reputation of the Bukir cluster for generating ethnic-style and low-priced
furniture has also drawn potential buyers from cities across Indonesian. The busiets
season in this cluster was to the lead-up to Idul Fitri, a significant Muslim holiday,
when many people spend money furnishing their house. Although it was not at these
heights during this study, business in the Bukir furniture cluster was increasing on a
weekly basis; business was particularly brisk on Saturdays, when producers –
especially small and micro – tended to give significant discounts in a bid for cash
with which to pay their workers.
However, this strategy was not followed by furniture producers who had better
financial capacity. Medium-sized producers usually had their own channels of
distribution and did not sell directly to customers in the Bukir furniture market.
Hence, they did not get involved in price wars with small producers; instead, they
focused on product quality and innovation. Some also ran other furniture-related
businesses, such as wood trading and transportation to support the financial capacity
of their furniture-making enterprises. Thus, they may have felt less need to
progressively access broader markets.

5.5.1.1.3 Pooling of skilled workers
The next sub-theme emerged when participants, were asked about the driving
factors of their firms participating in the pooling of skilled workers. They asserted
that the availability of workers in the Bukir furniture cluster significantly supported
their business continuity. Table 5.5 shows that 30 out of 35 participants of Bukir
furniture cluster considered pooling skilled workers as a driving factor of their firms‘
survival.
The furniture workers in the Bukir cluster come not only from the Bukir
urban village, but also from other villages outside the cluster region, such as
Randuagung, Krapyak, Randusari, and Sebani. Interestingly, workers from similar
places usually have similar furniture-making skills, for instance workers of Randu
Agung and Krapyak are skilled in making beds and cupboards, while Randusari and
Sebani workers can make chairs and tables. This phenomenon reflects the sharing of
knowledge and skill among workers the pooling of skilled workers effective.
In addition, pooling of skilled worker was also coloured by informal industrial
relation among the MSME owners and their workers. Since the majority of MSMEs
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in the Bukir furniture cluster are informal firms, the owners hire workers without
formal job contracts, social benefits, health benefits, or any other form of social
protection via the employment relationship. This strategy keeps the production cost
among MSMEs lower than in formal firms. Workers accept this treatment because
they have no alternative job opportunities. Moreover, the recruitment process within
MSMEs is performed through social networks: owner and manager would not risk by
employing new workers without a recommendation from other workers whom they
trust or from their business partners. This mechanism strengthens the relationship
between the employee and employer of MSMEs in the Bukir furniture cluster.
The researcher found three types of worker; in the Bukir furniture cluster: day
labourers, temporary/part-time workers, and contract-basis workers (borongan). Day
labourers routinely work in workshops during normal business hours (8 a.m. to 4
p.m.), while temporary or part-time workers are casual employees who are often
hired by the owner as an additional labour force for meeting job-order deadlines
during peak session. Contract-basis workers, or borongan, are employees who work
in their own homes and are paid according to how many pieces they produce.
5.5.1.1.4 Ease of transportation access
The majority of participants also expressed that transportation access to the
Bukit furniture cluster is important for their firms‘ survival. They argued that the
existence of furniture industry is subject to the sustainability of raw-material supplies
to ensure continuous production and ease of distribution to reduce delivery time and
marketing costs.
Because raw materials in the Bukir furniture cluster are sourced not only
supplied from the Pasuruan forest, but also from forest and plantations outside of
Pasusuran, transportation modes connecting the Bukir-furniture cluster with other
cities play a significant role in sustaining the furniture-production process. Adequate
asphalted roads make it possible for large trucks to carry wood into the cluster and in
turn distribute the completed furniture to market destinations.
The ease of furniture distribution from the Bukir furniture cluster is also a
function of the geographical location of Bukir village. This area is located on the
main road connecting Pasuruan and Surabaya, the second-largest city in Indonesia:
thus, distribution can easily reach destinations outside of Java Island because the
road permits access to the harbour of Tanjung Perak, Surabaya
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5.5.1.2 Joint action
As explained above, most participants considered local external economies to
be driving factors of their firms‘ survival. The forms of local external economies
vary from abundance of raw materials and the existence of an established furniture
market, to polling of workers. However, participants reported also that the benefits of
joint action in the Bukir furniture cluster also contributed to their firms‘ survival.
This section presents the emergent sub-themes of driving factors-associated with
joint action.
In general, the joint actions carried out by MSMEs in the Bukir furniture
cluster is shown in Table 5.7. Horizontal partnerships are those formed between the
same level of furniture producers, and aims to achieve production efficiency. Vertical
partnerships involve cooperation between small and medium furniture producers
private wood trader or wholesalers, and aim to decrease the transactional cost of their
business activities. Additionally, multilateral partnerships involve cooperation
between more than two independent firms and generally take the form of trade
organisation.
The lowest level of joint action is the informal meeting, which often occurs
within religious and social gatherings. Besides, increasing the harmony among
participants, this informal meeting serve as a social medium to circulate important
information, including business information. The highest level of joint action is
horizontal and vertical cooperation. Participants reported that this form took place
among MSMEs in this cluster. Horizontal partnerships included sharing job orders
and outsourcing some stages of the production process, vertical cooperation included
supplying raw materials (backward partnership) and distribution of product (forward
cooperation).
Table 5.7
Joint Actions in the Bukir Furniture Cluster
Horizontal partnership
Vertical partnership
Bilateral
partnership

 Sharing job orders
 Outsourcing some stages of the
production process
 Joint production
 Joint marketing
 Informal meeting
 Trade association

Multilateral
partnership
Source : Fieldwork (2011)
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 Backward partnership
 Forward cooperation).
 Subcontract relation

5.5.1.2.1 Horizontal partnership
Horizontal cooperation in the Bukir furniture cluster took the forms of
sharing information, joint production, joint marketing, and sharing orders. The
simplest form of joint action within cluster members was sharing information such as
potential buyers, source and price of wood, update of furniture style or information
about government programs. The information flowed within informal social
meetings among MSME owner and managers in this cluster, and there was no gap
between them for sharing their information to others. Most participants confirmed
that they sincerely shared their information would to others because they believed
that sharing information would not reduce their sales or profit.
At the higher level of joint action, MSME owners and managers performed
joint production (five participants) and marketing (25 participants). Many MSMEs in
this cluster preferred joint marketing joint production because in the former, the
partnership was flexible and did not require tight bonds between the participants. In
contrast, MSME owners and manager used joint production to overcome their
limitations in the production process. It was an effective strategy to gain mutual
benefit when plenty of orders were coming in: they formed a temporary informal
association coordinated by the owner or manager who received the first order or had
the largest production capacity among them.
The other type of horizontal joint action, joint marketing, was performed by
MSMEs to overcome constrains in marketing such as, limited marketing budgets,
showroom space and distribution agents. They were thus able to reduce marketing
cost, share space for displaying their finished goods, and share a distributor agent
with their partner. Joint marketing was also performed informally among MSMEs in
this cluster, in the form of sharing orders: for example, if a particular MSME
received an order for a type of product they didn‘t usually make (such as cupboards
versus beds). They would share the order with their partners, and in return they get a
bonus.
5.5.1.2.2 Vertical partnership
Joint action in the Bukir furniture cluster also took the form of vertical
cooperation, such as that between MSMEs producing furniture and suppliers (wood
retailers) wholesalers, or distributor agents (furniture retailers). Backward
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cooperation took place in the form of sourcing wood as a raw material and selling
through a putting-out mechanism. Because the Perhutani strictly controls the
distribution of forest wood, most furniture producers buy wood from private
retailers‘ located within the Bukir cluster. Private retailers source logs and processed
timber from plantations and sawmills. Due to strong relationships between furniture
producers and wood retailers, transactions occurred easily in the sense that terms of
payment were negotiable. Hence, furniture producers, especially those with
insufficient money to start production, could easily procure the wood as a raw
material.
Figure 5.6
Vertical Cooperation in the Bukir Furniture Cluster
Forestry

Wood retailer/
Sawmills

Furniture
Workshop

Domestic
Wholesale

Buyer

Domestic
Retail

Foreign
Wholesale

Foreign
Retail
Consumer

Source : Fieldwork (2011)

Forward cooperation or partnership between furniture producers and
wholesalers occurred in the cluster to cope with limitations. Furniture producers
usually produce furniture in workshops close to their homes; they do not have
showrooms to display their products. Conversely, wholesalers have distributor
channels and space to display furniture but they have no workshop or other resources
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to produce furniture. Hence vertical cooperation might help furniture producers
market their product effectively, and wholesalers could benefit from their access and
facilities. In addition, for those who had experience in accessing foreign market,
wholesalers were usually located out of Pasuruan. These partnerships are illustrated
in Figure 5.6
This type of partnership also includes subcontracting relationships. Where
micro and small furniture producers as subcontractors perform some part of the
production process (for example, shaping part of each piece furniture), while their
counterparts perform the last stage in production, such as painting or polishing, and
display the finished furniture in their showroom.
Subcontract partnerships provide advantages for both sides: micro and small
furniture producers with no showroom (subcontractors) could sell their product
(particularly unfinished furniture) to medium-sized manufacturers or furniture
wholesalers, while the contractors (usually medium-sized enterprises with no
workshop) could finishing the pieces according to their customers‘ preferences and
standard. However, subcontracting arrangements are not without risk. A low quality
of unfinished furniture produced, low prices offered by contractors and limited time
of production were identified as constrains potentially hindering the subcontract
partnership. Consequently, few participants - only three out of 35 – were involved in
subcontracting arrangements with larger furniture manufacturers or traders.

5.5.1.2.3

Multilateral partnership

Joint action in the Bukir furniture cluster of Pasuruan also took the form of
multilateral partnerships, which.(in contrast to horizontal and vertical cooperation)
involve more than two actors and often take. Place within formal and informal trade
associations. Formal trade associations, such as KADIN Pasuruan (the Pasuruan
chamber of commerce) and ASMINDO (the Indonesian Furniture Industry and
Handicraft Association) are likely to facilitate multilateral partnerships among
MSMEs in the Bukir furniture cluster, probably because these two formal trade
associations mostly consist of large enterprises and focus more on lobbying the
Government for favorable policy changes than on issues of concern to MSMEs.
In the Pasuruan context, local trade associations, such as Asosiasi Pengrajin
Kayu Pasuruan (ASPEK) or the Pasuruan Wood Craftsmen Association, were likely
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to play significant roles. As a local institution, ASPEK has a deep understanding
about local issues faced by furniture producers, such as scarcity of raw materials and
the increasing price of supplement material. Cooperative production also often starts
from this organisation.
AB, the owner of MSME and the head of ASPEK, spoke of the role played by
this institution:
―We ordinarily meet every month, but if we have a crucial issue
should to deal with we can arrange a special meeting. There are
many issues we discuss and most of them concern our business.
Recently we discussed on industrial disaster in Sidoarjo [the
Lapindo mud disaster], and the impact of increase in fuel and wood
prices. Besides discussing local issues, we also often facilitate
conflict-resolution for members 29
He also stressed that the local government of Pasuruan should pay more attention to
the survival of micro and small furniture producers in Bukir, particularly since the
implementation of the forest-wood lodging moratorium. Although furniture
producers can survive in this situation, in fact the local government could take more
action, such as stabilizing wood prices or providing soft loans for MSMEs.
5.5.2

Social capital
Participants considered social capital as one of the influencing factors in the

survival of firms. This section explores the emergent sub-themes associated with
social capital, and explores participants‘ experiences of social capital‘s role in the
survival of MSMEs in the Bukir furniture cluster. The existence of social capital is
traced from social values that bind members of society and from social relations that
link one actor to others within the cluster. A social-economic approach to the
development of industrial clusters is used to examine values of social capital in this
cluster, while a social network that incorporates social capital such as bonding,
bridging and linking is used to analyse the forms of social relations among actors in
the industrial cluster.
5.5.2.1 Social value
Study participants reported that the social and cultural dynamic of the Bukir
furniture cluster – including economic activity – is strongly influenced by Islamic
29
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values and Javanese culture, as most Pasuruan inhabitants – particularly those in
Bukir and the surrounding areas – are Muslim and Javanese. The following sections
discuss varied forms of social value in the Bukir furniture cluster and how they
influence people‘s activities.
5.5.2.1.1 Social cohesiveness
The first social value associated with the daily lives of Bukir inhabitants is
collectivism or social cohesiveness. Both Islamic teaching and Javanese local culture
highlight the importance of collectivism in the community. Islam as a communal
religion teaches that Muslims should live inclusively within the society and take part
in promoting harmony. Furthermore, harmony in the society is also a primary
orientation in Javanese culture. It is believed in Javanese culture that a harmonious
community can be created through good behaviour and attitudes. Someone is
considered to be truly Javanese if his or her daily behaviour reflects the values
embodied in Javanese culture, and vice versa.
One of the rituals associated with collectivism among Bukir inhibitants is
slametan. This ritual is performed by Javanese families to mark an important life
event such as a birth, marriage or death. Participating in slametan does not only
mean gathering for a party or responding to a neighbour‘s invitation but it reflects
people‘s awareness of the importance of social cohesiveness and their concern for
the community.
Skn said:
By participating in slametan, I feel like a member of the
community who strongly values and exhibits collectivism.30
Whd added:
Participating in this ritual (joining in slametan) gives us an
opportunity to socialise and perform silaturahmi (strengthening
livelihood) with other community members in a relaxed situation.
This is not easy during the working day because most of us are
busy with our own business..31
These interviews could be interpreted to mean that a slametan ritual can maintain
social cohesiveness among the community. Members could easily use such occasions
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to join in face-to-face informal meetings and strengthen social relations as well as
protect themselves from being ostracised, as
Highlighted by Skn:
For me, attending my neighbour‟s slamaten is a way to respect him
because for him, listing my name in the invitations is a way to honour
me. Besides, people‟s absence from slametan is always questioned by
for other attendees. If there is no reason or clarification behind his
absence, he could get a social sanction such as, being the object of
negative informal conversation, or being alienated in the community.
This is because slametan does not only mean attending a social and
religious ritual; it also reflects a multi-relationship of respect.
Slametan furthermore can minimise the potential for of social conflict and
enable the creation of harmony within the society. Based on the researcher‘s
observations, slametan occasionally becomes an area for conflict resolution between.
This situation then forms a conductive environment for MSMEs‘ managers and
owners to carry out their business. As Nh commented:
Within the slametan, we often informally talk about our [furniture]
business and some ideas or alternative solutions for our problems
often flow within the conversation. Sometimes, I benefit from this
informal meeting because I can get information about potential new
markets or; sources of financial assistance, and I often get job
orders from these conversations. 32
Social cohesiveness was also reflected by the existence of shared values binding the
members of the Bukir furniture cluster. Table 5.8 shows that participants perceived
that shared values in the form of communality, mutual understanding, trust and
family kinship are very useful to them. Communality, which binds people in a
harmonious community, was perceived as a very useful value by 63% of
respondents, while 20% expressed that this value is useful for their daily lives. Only
3% expressed that communality is a less useful shared value. As well as in slametan,
communality or collectiveness was also reflected in Bukir in the practise of gotong
royong, a traditional form of voluntary mutual help. This social mechanism relies on
mutual benefit and volition. For example, members of the Bukir furniture cluster
voluntarily joined together to clean up the public facilities. Thus gotong royong
contributes significantly to economic, social and spiritual development in Bukir as a
neighbourhood or village community.
32
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Table 5.8
Participants’ Perception about the Importance of Shared Values
(n=35)
very
useful

useful

do not
know

less useful

not useful

f

N

f

N

f

N

f

N

f

20%

5

14%

1

3%

0

0%

35

100%

23%

2

6%

2

6%

0

0%

35

100%

6

17%

2

6%

0

0%

0

0%

35

100%

9

26%

1

3%

1

3%

0

0%

35

100%

No

Shared value
n

F

n

1

Communality

22

63%

7

2

Mutual understanding

23

66%

8

3

Trust

27

77%

4

Family kinship

24

69%

Total

Source: Fieldwork (2011)

Similarly, participants felt that mutual understanding as a value can lead
members of the Bukir furniture cluster to empathise with one another‘s conditions:
66% considered it very useful and 20% considered it useful. Only 6% responded that
mutual understanding is less a or not useful shared value for them. They felt that
mutual understanding was driven by the social and economic background of the
Bukir furniture cluster members: they are in the same profession (furniture producer)
at roughly the same level (micro, small and medium), and thus easily understand or
have empathy about their peers‘s situation.
Sdt, a juragan in the Bukir furniture cluster, commented:
I know well almost all the furniture producers in the Bukir
cluster, including their personal characters. Hence, I always try to
help them, especially those who work for me down line. They often
ask payment in advance for their product, although they have not
finished the job yet. I do realise that they need cash for their
emergency expenses, such as paying for school for their kids.
Conversely, they‟re also ready to help me if I face a critical problem,
such as fulfilling job orders in a short time. Yeah……a mutual
understanding is important in practising business in this situation.33
The next shared value which perceived as significant in the daily lives and
trade activities among Bukir furniture-cluster members was trust: 77% of participants
considered it very useful and 17% considered it useful, while only 6% considered it
less useful. The business transactions among cluster members clearly demonstrated
trusting relationships. For instance, furniture producers could obtain raw materials
(logs) from wood suppliers without direct payment until the product was finished and

33
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sold, as the wood suppliers knew and understood the personal characteristics of most
furniture producers in this cluster. There were similar relationships between furniture
producers and retailers, the letter of who would often make only a down payment on
their orders, completing payment only when the goods were sold
The emergence of family businesses in the Bukir furniture cluster was driven
by strong family kinship among furniture producers. They use nuclear and extended
family ties to transfer the ownership of business entities to a family member or to
help family members establish similar or supporting businesses in the furniture
industry. This informal network is a common was to realise the intention of the
business‘s founding father business. MSME owners also use family ties to source
additional labour and raw materials, and to access financial assistance.

Study

participants And and Dck mentioned that they managed furniture firms owned by
family member:
Since my mother gave me an opportunity to manage one of my family
businesses, I have been learning how to manage a furniture enterprise
professionally. Through this process, it is expected that I will be ready to
run this business independently when she bequenths it to me. 34
I worked as a carpenter in the workshop belonging to my father-in-law.
He gave me autonomy to seek raw materials, to design and produce
furnitur, and distribute or market the products generated by this
workshop. All managerial and technical skill was delegated to me. I
think, besides giving me a source of income for my family, he is also
preparing me for taking over this firm in the future… 35..

5.5.2.1.2 Self-Realisation
Participants also considered self-realisation – their strong motivation for
maintaining the existence of Bukir furniture cluster - as a contributing factor to the
survival of their MSMEs. Their motivation to be entrepreneurs was driven by supplypush and demand-pull factors.. Supply-push factors driving the emerging of MSMEs
in the Bukir furniture cluster were limited formal employment, a decreasing
agriculture sector, limited education and skill amongst the population of Bukir and
the desire for additional income; demand-pull factors included continuing the family
business, and the entrepreneurial orientation of MSME owners.

34
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Many participants expressed that limited opportunity for formal employment
is was the factor driving the majority of people living in Bukir to set up a furniture
workshop. This trend could be seen from the labour structure of Pasuruan, which
indicates that the number of employee is higher than the availability of formal jobs.
Table 5.9 presents the labour-force participation rate of Pasusuran City during 20072010, along with the number of productive and non-productive workers. Productive
or economically active workers are those who get a standard income for their job;
non-economical or ―unseen‖ unemployment refers workers who are paid below the
local minimum wage. As the table shows, in Pasuruan city, although productive
sectors tended to absorb more employees, the employment capacity of the sector was
not sufficient for the increasing workforce in Pasuruan.
Table 5.9
Labour-Force Participation Rate in Pasuruan City
2007-2010
Year
2007
2008
2009
2010

Number of economically
active workforce
838,381
85,756
90,988
82,362

Number of non-economically
active workforce
53,388
50,045
45,265
47,772

Labour-force
participation rate
60.96
63.15
66.78
63.29

Source : Statistics of Pasuruan City (2011)

The tendency of the people of Bukir to be involved in the informal sector was
also driven by the decreasing prospects of the agriculture sector, as indicated by the
decreasing amount of land under cultivation and the declining number of farmers.
Participants acknowledged that this phenomenon was driving their motivation to set
up their business. In addition, the limited educational background and skill among
the Bukir population also contributed to the emergence of MSMEs in this culture.
Participants also perceived that their low education level motivated them to work in
the informal sector because it hindered them from working in formal sector.
Managers – mainly female MSME owners and operators – were also motivated by
the desire for additional income to enter the furniture industry.
Skn, a furniture maker, commented:
I used to work in a rice field as a farmer, but decreasing production capacity
in my field and unstable prices for agriculture commodities drove me to be a
furniture producer. Although I only have a small workshop and two fulltime workers, it is better than working in the rice field from 7 a.m. until 4
p.m. without hope. Middlemen always play pricing of agriculture
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commodities for their one profit hence the farmers never get benefit from
their job36.
For instance, one female MSME manager said that due to limited income from her
husband a teacher in a private elementary school, she started to sell furniture. She
started by turning her living room into a showroom for displaying furniture produced
by her relatives who had a furniture workshop.
Demand-pull factor also motivates Bukir inhabitants to run furniture
businesses. Continuing the family business is probably the most influential factor
driving the existence of MSMEs in the Bukir furniture cluster. 37% of participants
perceived that their commitment to continue a family business had driven their
decision to be furniture producers. Sdt, a young MSME manager, said:
―Although my father had adequate financial resources for sending me
to University to study, he preferred to support me as a manager of our
family business. I was conflicted, because studying in University is my
dream, but I could understand my father‟s feeling. Hence, I agreed with
him to continue our family business. Alhamdulillah (Thanks to God)…I
am success now, I have a profitable business, I can help others by
employing them and the most important thing is making my father
proud of me because I am able to realize his mission to make me an
entrepreneur. 37.
Beside motivating family members for continuing family business, this commitment
also supported enterprise spinoffs and stimulated the emergence of new enterprises
within the cluster. Many MSME owners were success in preparing their relatives to
set up new enterprises through a family apprenticeship mechanism. Slmt, owner of a
furniture MSME, shared his work experience. Initially, he worked as a carpenter in a
firm belonging to his brother. Having gained skill and experience in producing, and
in marketing furniture, and sufficient financial support from his brother, Slmt started
running his business independently.38
The last factor driving the motivation of Bukir workers to establish a furniture
business was motivation to be an independent entrepreneur. Ev, a female manager of
an MSME commented:
36
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I was born in a trader family and I married a man with a similar
background. When I was young my father often brought me along
in his daily trading activities; I did not realise that my
entrepreneurship orientation was already developing. I don‟t have
any intention to be an employee or civil servant.39
This interview illustrates that although most furniture producers‘s trading behaviour
was motivated by limited formal employment or commitment to continue a family
business, there are furniture producers who are motivated by an entrepreneur
orientation.

5.5.2.2 Social Relations
To examine how shared values affect the dynamics of firm survival in the
Bukir furniture cluster, this section describes the types of social relations that occur
there (Figure 5.7). Four types of actors contribute to this dynamic: workers, MSME
owners and managers, juragan (or middlemen) and government officers. Workers –
which include family and non-family workers – have the skill to make furniture, but
no workshop. MSME owners and or managers are often directly involved in the
production process together with their workers, although some solely conduct
managerial functions. Middlemen, or juragan are MSME owners who can control
the distribution channel of furniture products from the Bukir furniture cluster to
outside markets, or can manage forest and non-forest wood within Bukir.
Government officials include officers of Pasuruan city (who are working in the Bukir
furniture market and are working in CITS and UPT Kayu (Wood Technical Service)
officers of East Java province.

39
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Figure 5.7
Realationship in the Bukir Furniture Cluster
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5.5.2.1.1 Workers– owner relations
The social context of the Bukir furniture cluster includes two types of
workers: family and family. Family workers are those with family ties to the
MSME‘s manager or owner; family workers have no lineage or family kinship with
the owner or manager they work for. This social classification of Bukir workers is
significant because it affects the status of the employees, including whether are paid
or unpaid. Members of the owner‘s or manager‘s nuclear family are unlikely to earn
any income from the enterprise, because participating in running a family business
more closely resembles a family responsibility than a professional option for them.
Moreover, there is no separation between the finances and property of the enterprise
that of the family. In contrast, extended family members often earn as much income
as paid non-family workers. Several study respondents commented on this
characteristic:
―This is our family enterprise; hence all the members have an
obligation to maintain its survival. For instance, if I have business
activities in other places or I have to do something out of my home
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[enterprise], my wife takes over my job, monitoring workers in the
workshop or meeting buyers.40
Sdt added:
I used to perform some of my father‟s task, such as sending furniture
to the customer or sourcing raw materials from the trade retailer
and I did not get any payment to do this job. I realise that this
enterprise is owned by my father and he uses the income it brings in
to fulfil our family needs. He treated me differently to how he treated
my uncle: I did not get any income for my job, but my uncle got at
least IDR 2 million monthly from my father. 41
Respondents commented that the family business is considered as a main
financial resource for all family members, thus all members of the nuclear family
have a responsibility to maintain its survival. However, a family business also
contributes economically to members of the extended family. Some extended family
members often come to their MSME-owning relatives asking for jobs or raises. They
use family kinship as an economic relationship. In this context, people with similar
blood and marriage relationships are considered to have an obligation to help each
other. The awareness of family ties then drives family members to voluntarily
participate in family businesses. However, this shifts into a more pragmatic
relationship for members of the extended family, since have no primary obligation to
participate in family business; rather, they have a secondary right to the economic
benefits from the family business. Therefore, family worker-owner relations reflect
the combination of bonding and bridging social capital.
The combination of bonding and bridging social capital was also exhibited by
relations between owners and non-family workers. Bonding social capital is
exhibited by MSME owners often using their own social and cultural background as
a basic condition for recruiting new worker. Hence, workers and owners tend to have
intimate knowledge of each other‘s social and cultural background. However, the
bonding social capital likely does not fully represent this relationship as it offers
benefits to both sides. Thus, this relationship could be seen instead as a manifestation
of bridging social capital, which links actors from different family kinships and relies
on monetary transactions among them.
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5.5.2.1.2 Owner/Manager and middlemen partnership
As juragan (middlemen) contribute significantly to the dynamic of the Bukir
furniture cluster, the owner-juragan partnership needs a detailed explanation. Most
juragan start out as common furniture producers whose success leads them to
develop control of the furniture-distribution channel and to play strategic roles – both
business-related and social - in the cluster. Juragan often become informal leaders
among Bukir furniture producers, with influence over the survival of others‘ firms.
Hence, this partnership could be considered as a quasi-hierarchical relationship,
because one actor has a dominant role relative to the other. Like the worker-owner
relationship, this partnership also reflects a combination of bonding and bridging
social capital, because the relationship does not rely only on a common social
identity, but also on pragmatic motives, such as profit –making.
Ev, a juragan, said:
I have knowledge about furniture producers who often sell their
unfinished furniture to me. My knowledge does not only cover their
skill and commitment, but also information about their behaviour.
They also have also known me for a long time; thus we are like
family member. Furthermore this long partnership lets me easily
help them cope with their problems. I consider that a good
partnership with them contributes to my firm‟s survival. No business
can succeed without a good relationship with partners 42
This interview suggests that a fundamental motive for partnerships between
juragan and owners or managers is pragmatic (bridging social capital) but to pursue
mutual advantage, owners and juragan first form and maintain good social
relationships, which is a characteristic of bonding social capital.

5.5.2.1.3 Relations between government officers and owner or middlemen
There is no link between government and individual workers in Figure 5.7
because the Indonesian policies to empower entrepreneurship and develop MSMEs
and industrial clusters focus mostly on business entities. For example, Indonesian
Law 20/2008 explicitly mentions that its goal is to empower MSMEs. Hence,
42

Interview with Eva in Pasuruan on 28 March 2011

116

government is solely linked to the MSME owner and or manager, and the juragan.
The link between government and MSME, regardless of the production scale, is also
demonstrated by the government services or programs to support the development of
MSMEs and industrial cluster.
It seems that that the quality of government-MSME owner relations is
relatively low because there is no benefit n them for the owners. With the exception
of providing adequate infrastructure for furniture producers in the Bukir furniture
cluster, the Government seems unable to address offer services or programs relevant
to the development of MSMEs. Most MSME owners and or managers interviewed
for this study commented that they have limited time to interact with government
officers, and that their firms‘ survival was due mostly to their own efforts, not those
of the Government.

Sbd, a furniture maker, said:
Although there are two government offices in Bukir [the Wood
Technical Service and the Bukir market office] we seldom get
information about what they do. I know that UPT Kayu (the Wood
Technical Service) provides assistance for us to make some
improvements in the production process. but they never publicise it
to us. It‟s like we have our own lives in the workshops and the
government officers have their own activities in the office, hence
there are no mutually beneficial relations among us. 43
This interview reflects that there is lack of linkage among social capital that connects
cluster actors through different social and economic motivations. Government
officers do little or nothing to attract furniture producers to the available service or
programs.

5.5.3

Cluster Policy
Study participants also reported that a conductive environment and the

availability of infrastructure were driving factors in their firms‘ survival. The
researcher grouped these sub-themes into indirect cluster-policy themes because he
considered that issues of a conducive environment and infrastructure deal with
government policies to develop the region of Pasuruan. However, these policies are
43
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not directly designed to support the development of the Bukir furniture cluster. Thus,
benefits from a conducive environment and the availability of infrastructure are more
relevant to indirect rather than direct cluster policy.
Cluster policy in Indonesia was similarly treated as an MSME empowering
policy, because industrial clusters are interpreted as a sentra industry where most
MSMEs are located. Thus, there is no difference between cluster policy, MSME
empowering policy, and entrepreneurship-development policy. Local governments
have exercised a wide range of authority in promoting MSME clusters since the
Government implementation of its decentralisation policy. However, the local
government of Pasuruan still faces many constraints in implementing this policy.
Limited budgets, overlapping central and local government policies, inadequate
qualified human resources, limited information dissipation and lack of private-public
partnerships are classical issues that hinder MSME development.
To explore these issues, and to examine participants‘ experiences with
cluster policy, this section discuss the policies and programs implemented by the
central, East Java provincial and Pasuruan governments. This section also ascertains
institutional actors and their roles in stimulating the survival of MSMEs in the Bukir
furniture cluster. Finally, it discusses perceived benefits of goverment policies for
MSME owners and managers.

5.5.3.1 The Implementation of cluster policy in the Bukir furniture cluster of
Pasuruan
In Indonesia, policies to promote industrial clusters or empower MSMEs
are regulated under Indonesian Law 20/2008, which sets out that indirect policy
aimed at creating a conducive environment for MSME development is under the
authority of the central government. Such policies can be in the form of providing
infrastructure both physical, such as electricity, roads and telephones and nonphysical, such as the banking system and government regulation concerning the
business sector. This law also highlights that direct policy to promote MSMEs is in
the shared domain of governments, private sector and society. Thus, direct policy
becomes the responsibility not only of governments at all levels (central, subnational/provincial and local), but also of other stakeholders, such as private
enterprises, education institutions, or non-governmental organisations.
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Table 5.10
Industrial Cluster Policies in the Bukir Furniture Cluster of Pasuruan
The Industrial policies
and programs
Indirect policy
 Creating a conducive
environment
 Facilitating infrastructure
Direct policy
 Establishing Randuagung
and Bukir market
 Organising local furniture
trade fairs
 Participating in
international furniture trade
fairs
 Conducting technical
training





Corporate social
responsibility
Financial assistance
Forming a credit guarantee
institution
Operating the Wood
Technical Service Unit

Institution

Level of policy

Indonesian government, East Java
provincial government, and
Pasuruan city

Provincial and local

Market Service of Pasuruan

Local

Cooperation and Industrial
Service of Pasuruan
Cooperation and Industrial
Service of Pasuruan

Local

Cooperation and industrial service
of Pasuruan and the Wood
Technical Service
State owned enterprise
(PERTAMINA)
Banks
East Java provincial government

Provincial and local

Industrial service unit of East Java
provincial government

Provincial

Local

Central
Central
Provincial

Source: Fieldwork (2011)

Table 5.10 describes the industrial cluster policies that have been
implemented in the Bukir furniture cluster of Pasuruan. The first policy,
implemented by the central government was an indirect policy aimed at creating a
conducive environment, stimulate the stability of the economy and initiate
infrastructure-development programs. Several main infrastructure improvements
resulted from the implementation of this policy, such as roads, electricity supply and
a telecommunication network (Table 5.11). The transportation of logs into and
furniture out of, the Bukir cluster depends on the availability of roads. Sufficient
electricity enables furniture producers to use various kinds of furniture-production
tools and methods to obtain maximum production capacity. Finally, telephone lines
are useful for furniture producers to communicate with customers or partners,
although its functions have recently been replaced by mobile phones.
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Table 5.11
Physical Infrastructure in Pasuruan City
Infrastructures

Length of road
Asphalted road (km)
Non-asphalted road (km)
Electricity power
Capacity (KVA)
Production value (Rp)

2007

2008

79,600
4,305
66,133,950
6,203,380,325

80,941
4,753

2009

83,952
3,325

69,478,650
72,809,050
6,718,897,956 84,124,051,880

Source :Pasuruan Statistics (2008,2009,2010)

Beside creating a conducive environment and facilitating infrastructure, the
government of Pasuruan City has implemented direct programs for empowering
MSMEs through the Market Service and the Cooperation, Industrial and Trade
Service (CITS). The Market Service is responsible for managing furniture business
transactions within the Bukir and Randu Agung markets, while the CITS is
responsible for direct programs, such as supporting MSMEs to participate in
furniture trade fairs, facilitating training, and supervising MSMEs as they access
micro credit.
To promote Bukir furniture in local, national, and international markets, the
CITS organises local trade fairs and involves selected MSMEs in national and
international events. In addition, it facilitates design and production training to
stimulate increasing production capacity and product quality. Finally, to support
MSMEs‘ financial and managerial capacity, it has cooperated with state-owned
enterprises and banks in providing micro credit and supervising managerial
functions.
Although these government programs contribute to the development of
MSMEs in the Bukir furniture cluster, juragan dominate the dynamic of MSMEs in
the Bukir furniture cluster. The functions of juragan in the furniture supply chain
likely could not be replaced by government programs, as these middle agents control
almost all business activities of Bukir cluster members., they dominate the supply of
wood, control furniture trading and distribution and offer financial assistance to
micro and small producers in the Bukir furniture cluster. Consequently, government
programs such as providing marketplaces and showrooms for MSMEs, or facilitating
microfinances seemed to offer little or no additional effect on MSME survival.
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The impact of government programs was limited by the fact that the
programs were not appropriate for MSMEs. For instance, MSME owners and
managers do not tend to use the marketplace facilities in Bukir and Randi Agung, as
most have their own showrooms in the front of their houses or workshops (Figure
5.3). They considered that displaying furniture in their ―in-house showroom‖ was
more effective and efficient than displaying it in the market because the latter
represented an additional cost for them.
Sdt commented:
Placing our finished furniture product in a market provided by the
Pasuruan government is not profitable for me because more effort
and additional cost are required. Besides, my buyer usually gives me
a call and goes directly to my workshop to see the product and to
buy it if they are interested. It is simple, isn‟t it?44
National and provincial programs are getting a similar reception from MSME
owners and managers. The Indonesian Ministry of Cooperatives and SMEs provides
a display room for MSMEs at the SMEsco building in the Indonesia capital of
Jakarta, and the East Java Service of Cooperatives and SMEs provides a provincial
display room at Sidoarjo city for MSME‘s. These facilities likely have only a limited
impact on the survival of MSMEs because only a limited number of MSME owners
take advantage of them, as most worry about their high cost and low impact on sales.
Ev, an MSME owner in Bukir Pasuruan, commented:
What we need is that the government facilitates us linking with both
local and foreign buyers, and then supports us to complete the
transaction with them. In my opinion, organising trade expos or
encouraging us to place our products in display rooms in Jakarta
or Sidoarjo are useless efforts. We have to think 10 times following
this suggestion [placing the product to the display rooms] because
it‟s costly…45
These interviews reflect the asymmetric perspectives between government
and MSME owners in viewing marketing issue in the furniture industry. The
Government thinks that marketing problems faced by MSME should be solved by
providing physical marketing instruments such as marketplace and showrooms.
Conversely, MSME owners, who have a better understanding about their own
44
45

Interview with Sinardiyanto in Pasuruan on 26 March 2011
Interview wuth Eva in Pasuruan on 28 March 2011
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problems realise say that these are artificial, useless and expensive programs, and
that the Government should carry out more proactive actions for removing barriers to
furniture marketing.
Limited budgets also contribute to the limited impact of direct industrialcluster policies on MSME survival. Pasurun city prefers to organise local furniture
trade fairs rather than support MSMEs in participating in national or international
fairs because participants in local fairs costs less. However, local furniture fairs
organised by Pasuruan city attracted limited numbers of furniture producers and
generated few transactions because it solely attracted local people, who already knew
about their local manufacturers. Furthermore, participating in national or
international furniture fairs, such as the International Furniture and Crafts Fair
Indonesia, generated limited business transactions because Bukir furniture producers
were not able to meet the quality standards required by potential buyers. As a result,
promoting Bukir furniture through local and national trade fairs provided limited
impact on the survival of MSMEs.
The Pasuruan city expo of 2010 is an example of the Pasuruan government‘s
effort to promote local products generated in the industrial clusters in Pasuruan. This
event regularly carried out by the CITS of Pasuruan city, involves MSMEs producing
varied products such as furniture, handicrafts, metalwork and food and beverages.
MA, head of the CITS of Pasuruan City, said:
This event (the Pasuruan city expo of 2010) is not just designed as a
promotion event. It is expected that it could even educate people
about the potential products of Pasuruan and build market networks
for MSMEs.46
MSME owners, however, were sceptical about the contribution of the event
to their firms‘ survival. Ev, commented:
What benefits could be gained from trade fair if the participants and
visitors are mostly local people? Pasuruan people have been aware
that there are local commodities generated from industrial clusters
in Pasuruan, such as furniture, metalwork, and food and beverage,
without visiting this event. For me, I see this event as more likely a
government effort to provide a recreational event for Pasuruan
people than to create a business event for MSMEs.47

46

Interview with Mochamad Arief in Pasuruan on 11 April 2011
Interview wuth Eva in Pasuruan on 28 March 2011

47
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Another government initiative associated with the development of MSMEs is
furniture-design training (Figures 5.8 and 5.9) which aimed to increase the individual
skill of furniture makers, thus improving the competitiveness of Bukir furniture. Yns,
an officer from the Wood Technical Service of Bukir, or UPT Kayu, said:
This training is occasionally performed by UPT Kayu to increase the
individual skill of furniture producers in the Bukir cluster. It was
fully supported by the Industrial and Trade Service of the East Java
provincial government. This means that they support the funding of
training. Besides, we have sufficient tools and machinery, and
qualified trainers to support this training. We also carry out the
training in class and in the workshop; hence, participants are
expected to be able to absorb the material and also create the
product. 48
However, this program has also been received less than warmly by its target
population, with few MSMEs participating. The reason underlying this failure was
that most furniture producers thought that it was better for them to work in their
workshop than to join the training. Most had long experience in making furniture,
and assumed that joining in this training would have no impact on their skill. Slmt
added:
The majority of furniture makers in this cluster obtained their skill
through the “learning by doing” process. Most learned how to make
furniture informally, and only few of them from training or from
formal education at the Technical High School. 49
Bukir UPT Kayu officer Yns criticised the low participation in this program:
Furniture producers should thank the Government because UPT
Kayu is concerned for the development of the Bukir furniture
cluster. Yet we could not force them to join this program,
although we do not charge them for participating.50
UPT Kayu has tried alternative strategies for supporting the MSMEs in the Bukir
cluster. They provide access to machinery related to the furniture-production process,
such as spindle moulders, hand-feed planers, high-sparred routers, or kilns. In
addition, they also send Bukir-based furniture makers to other places to conduct
training. This strategy helps MSMEs avoid idle capacity in their facilities.

48

Interview with Yunus in Pasuruan on 11 April 2011
Interview with Selamet in Pasuruan on 21 March 2011
50
Interview with Yunus in Pasuruan on 11 April 2011
49
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Figure 5.8
In-house Training in Furniture Design
the Wood Technical Service of Bukir

The next policy designed to support the survival of MSMEs in Bukir
furniture cluster was programs aimed at strengthening managerial and financial
capacity. Two such programs were identified during this study‘s fieldwork; corporate
social responsibility carried out by a state-owned enterprise and kredit usaha rakyat
(KUR) or people‘s enterprise credit, performed by the state-owned bank. The first, an
initiative of the state-owned oil enterprises, or PERTAMINA, was the Partnerhip
and Community Development Program, or PKBL (Program Kemitraan dan Bina
Lingkungan). This program facilitated non-commercial credit and provided

managerial supervision for MSMEs with minimum assets of IDRp 200 million.
PERTAMINA has been performing this program since 2003; it involves about
96,000 MSMEs across the Indonesian regions with a total of IDRP 2.046 trillion of
non-commercial credit. Aside from funds distribution for the Partnership Program,
PERTAMINA also distributes funds for development programs. Grants distribution
for development in 2011 amounted to Rp 21.042 billion, or 80.93% of the progam‘s
budget of Rp 26 billion. Several development programs conducted included
participation in exhibitionsat the national and international levels to introduce foster
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partners‘ products, training in entrepreneurship seminars, export-import workshops,
and other activities.

Figure 5.9
Technical Training in Furniture Design
from the Wood Technical Service of Bukir

The second program to strengthen the financial capacity of MSMEs was
administered by the Indonesian People‘s Bank, or Bank Rakyat Indonesia. This
program was a manifestation of the central government‘s initiatives to provide wide
access to credit for MSMEs. In this initiative, banks were encouraged by the
Indonesia Central Bank, or Bank Indonesia (BI), to provide viable but non-bankable
MSMEs with microfinance without breaking prudential principles51. This program
was expected to play an important role in MSME development strengthening the
financial capacity of MSMEs, particularly when BI‘s authority in MSME
development shifted from direct (developing) to indirect (promoting)52. This program

51

An MSME is classified as a viable but non-bankable enterprise if it has potential for growth but no
adequate collateral to access credit from bank.
52
Since Indonesian Law 3/2004 was implemented to replace Indonesian Law 23/ 1999 regarding the
Central Bank of Indonesia (BI), BI‘s role in MSME development has change fundamentally. Prior
to the implementation of Indonesian Law 3/2004, BI was allowed to directly involve itself in
MSME development by providing liquidity credit. However, this role has been changed to indirect
involvement, such as encouraging banks and credit institutions to provide credit for MSMEs,
cooperating with financial consultants to facilitate technical support for MSMEs, conducting
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was also expected not only to spur banks to facilitate MSMEs with low-interest
credit, but also for stimulating the emerging of credit-guarantee institutions for
removing collateral barriers to viable but non-bankable MSMEs so they can access
bank credit.

Figure 5.10
Outstanding Micro, Small and Medium Credit
in East Java and Indonesia,
2008-2011 (in billion IDRp)

Source: Central Bank of Indonesia (2012)
To support this program, the East Java government formed a credit guarantee
institution, PT Jamkrida Jatim, the main function of which was to take over blanket
guarantees for credit MSMEs from banks. The existence of this institution shares the
risk of MSME loans between local government and banks; hence MSMEs in general,
and viable and non-bankable enterprises particularly, were expected to be able to
access bank financing. Figure 5.10 depicts outstanding of micro, small and medium
credit in East Java and Indonesia53. The total value of micro, small, and medium
credit in East Java increased from IDRp 62,440.3 billion in 2008 to IDRp 133,036.3
billion in 2011, an increase of 213.1% This overwhelming increase was also

research into micro finance, and disseminating information about micro finance and technical
support for MSMEs.
53
The types of credit for MSMEs are micro (less than IDRp 50 million), small (between IDRp 50 –
500 million) and medium ( between IDRP 500 million and 5 billion) credit
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Figure 5.11
Outstanding Commercial Banks Credits to Micro, Small and Medium
Enterprises in Pasuruan City 2011
(in million IDRp)

Source: The Central Bank of Indonesia, 2012

Figure 5.12
Outstanding Commercial Bank Credits to Micro, Small and Medium
Enterprises by Types of Credit in Pasuruan City, 2001
(in million IDRp)

Source: The Central Bank of Indonesia (2012)

occurring at the national level; from IDRp 660,445.3 billion to IDRp 1,1191,859.4
billion.
.In addition, the trend of increasing commercial credit for MSMEs also
occurred in Pasuruan city, where banks had distributed more than five billion
Indonesian rupiah of credit for MSMEs during 2011. Figures 5.11 and 5.12 the show
outstanding commercial-bank credit distributed to MSMEs in Pasuruan city in 2001.
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The average value of this credit was about IDRp 481,381 million per month and the
most credit was for working capital or productive activities supporting people
business. On the other words, this suggests that the cluster policies induced by the
Indonesian Government through BI in the form of credit legislation, and by the East
Java provincial government in the form of establishing PT Jamkrida Jatim,
successfully accomplished the aim of strengthening MSMEs‘ financial capacity
The other government initiative to support the survival of MSMEs in the Bukir
cluster was operating the Wood Technical Service Unit or Unit Pelaksana
Teknis(UPT) Kayu, established in 1984 under the authority of the East Java Industrial
and Trade Service, or Disperindag Jawa Timur. This institution was responsible for
promoting the development of the Bukir cluster through technology transfer,
development of product design, facilitation of machinery, technical training and
other supporting services. It has also provided advanced production machinery, such
as spindle moulders, spindle planners, kiln dryers and wood-oven machines for
MSMEs, and while trainings were conducted, are design and finishing training. The
implementation of the Government‘s decentralisation policy in 1999 shifted the
operation of UPT Kayu from the central government to the East Java provincial
government.
Sdk, a government officer from UPT Kayu, said:
“In operating this institution, we often face certain obstacles such
as limited financial resources and centralised policy. However,
these obstacles have tended to decrease recently since the
implementation of the decentralisation policy. Hence we get more
authority from the East Java government and manage this
institution autonomously. In addition, we also face a dilemma in
providing support services for the furniture industry. On one
hand, regulations do not allow us to gain profit from or
commercialise our services to MSMEs because our operational
cost has been partially funded by the Government. On the other
hand, we need more money because government funding is not
sufficient to support our routine operations. Consequently, we
can‟t give MSMEs the best service.”54
This fact illustrates that cluster policies aimed to support the survival of
MSMEs through technology transfer; development of product design, facilitation of
machinery, technical training and other supporting service was not supported by

54

Interview with Sidik, on 5April 2011 at Pasuruan
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sufficient funding. A program for establishing a technical service unit in the furniture
industry (and in other industries)55 was appropriate for removing technical obstacles
to MSMEs, but all levels of government should support it through technical and
financial assistance to allow MSMEs to benefit from its existence.
5.5.3.2 The Impact of cluster policy on the MSMEs‘ survical
Participants‘ experiences of the impact of the government‘s cluster policies on
their firm‘s survival vary (Table 5.12) Most respondents (86%) acknowledged that
the Goverment‘s indirect cluster policies to create a conducive environment and to
provide supporting facilities for doing business were very useful to them; only five
respondents (14%) said that these policies were merely useful, and none
characterised them as less useful or not useful. They asserted that political and
economic stability leads them to perform business transactions in certain condition,
while sufficient electrical power and the availability of communication lines and
asphalted roads supported their production process and eased their distribution
activity56. These facts show that indirect cluster policy positively affects the survival
of MSMEs through increasing the case of doing business.
Although respondents appreciated indirect cluster policies, they valued direct
cluster policies less highly (Table 5.12). Most respondents thought that these policies
provided little or no benefit for them. For instance, one respondent perceived a local
furniture trade fair regularly organised by the Pasuruan government to boost furniture
sales in the Bukir cluster as useful, 30 perceived it as less useful and four as not
useful. This is untestable, as discussed above, because the local furniture fairs were
solely visited by Pasuruan residents. Who already knew the local furniture industry
and the Bukir cluster well, and an insignificant number of transactions occurred.
Hence, respondents felt that exhibiting in the local furniture trade fair was not
beneficial for them, and they were reluctant to participate in the next one Pasuruan
government would it for free.57

55

Disperindag Jatim has several technical service units (UPT), such as UPT Tembaga for the metal
industry in Pasuruan, UPT Keramik for the ceramics industry in Malang, or UPT Kulit in the footwear
industry in Magetan and Sidoarjo.
56
Interviewed with Sdt, on 26 Match 2011, and Tfk on 27 March 2011
57
Interview with Eva, on 3 April 2011 at Pasuruan

129

Table 5.12
Respondent’s Perception about the Benefits of Cluster Policies
in the Bukir Furniture Cluster
(n=35)
No

Form of cluster policy

Very useful

Useful

Less useful

Do not
know

Not useful

Total

1

Creating conducive environment

30

86%

5

14%

0

0%

0

0%

0

0%

35

100%

2

Facilitating infrastructure

30

86%

5

14%

0

0%

0

0%

0

0%

35

100%

3

Establishing
Bukir market

0

0%

4

11%

9

26%

22

63%

0

0%

35

100%

4

Organising local furniture trade fair

0

0%

1

3%

30

86%

4

11%

0

0%

35

100%

5

Participating in international
furniture trade fairs

1

3%

0

0%

12

34%

6

17%

16

46%

35

100%

6

Conducting technical training

4

11%

6

17%

8

23%

12

34%

5

14%

35

100%

7

Corporate social responsibility

4

11%

13

37%

0

0%

0

0%

18

51%

35

100%

8

Financial assistance from banks

6

17%

10

29%

0

0%

0

0%

19

54%

35

100%

7

20%

9

26%

3

9%

3

9%

13

37%

35

100%

0

0%

8

23%

20

57%

7

20%

0

0%

35

100%

9
10

Randuagung

and

Forming credit-guarantee
institution
Operating the Wood Technical
Service Unit

Source: fieldwork (2011)

The next direct cluster policy that provided limited contribution to the
furniture producers in the Bukir cluster was the Wood Technical Service Unit, or
UPT Kayu. Although most Bukir inhabitants recognised the physical existence of
this government body, 20 respondents (57%) in this study expressed that it was less
useful for furniture producers and, seven obtained no benefit from it. Only eight
respondents received technical support from UPT Kayu. This phenomenon was the
result of a difficult situation posed by UPT Kayu. Although the East Java provincial
government had limited funding for supporting its operation, it needed vast
investment not only for day-to-day operations but for upgrading production
machines. A limited facilities available at the UPT Kayu encouraged the Bukir
cluster furniture producers to seek alternatives from several large furniture
enterprises providing similar services. Consequently, UPT Kayu has few clients
because furniture producers found that it did not contribute to their firms‘ survival.
The Pasuruan government‘s initiative to facilitate furniture traders and
producers with a representative marketplace was met with a similar lack of
enthusiasm. The Pasuruan government provided two furniture markets, Randuagung
and Bukir. However, most furniture producers and traders preferred to display their
products in their housefronts or workshops. Nine respondents (26%) perceived that
these furniture markets were less useful and 22 (63%) saw no benefit. Displaying
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their furniture products close to their houses and workshops significantly reduces
transaction costs58, and potential buyers also enjoyed visiting showrooms to select,
bargain for and buy the furniture they wanted. Therefore, establishing furniture
markets in this area was not an appropriate policy to boost furniture sales and support
the survival of MSMEs.
The other obstacle hindering the effectiveness of cluster policies to support the
survival of MSMEs is the information gap between government bodies (specifically,
the Industrial and Trade Service of East Java government) and the people of Bukir.
As a result of this gap, MSME owners and managers were not well informed about
opportunities such as participating in international furniture fairs, corporate social
responsibility programs, access to bank credit and credit guarantees from the
Government, and only a few responded. For instance, only one respondent knew
about the opportunity to participate in international furniture trade fairs, and 46% had
no information about it, although it was significant for stimulating a global
orientation of MSMEs in the Bukir cluster.
Additionally, 18 out of the 35 respondents also lacked information about a
corporate social responsibility program carried out by a state-owned enterprise; 4-of
those who knew about it, only four (11%) perceived that this program was very
useful, and 13 that it was useful. Thus there was only limited participation in this
program. In fact, PERTAMINA the Indonesian oil state-owned enterprise had been
running their program to enhance the development of MSMEs for quite some time,59
at significant cost. Only an MSME manager or owner who actively sought
information from the mass media or participated in their trade association would
have obtained enough information about the progam to encourage them to
participate. Eva, one of the enchancement progam‘s participants, was glad that she
got financial assistance at a low interest rate (2% annually) and managerial
supervision from PERTAMINA. She added that PERTAMINA also supported their
program to participate in national and international trade fairs60.

58

According to Ags, a government official of the Bukir market, furniture traders and producers were
required to pay rent space for space in the market showroom.
59
PERTAMINA has spent about IDR 1 billion from their net profit to finance Partnership and
Community Development Programs that involved 46,717 MSMEs in Indonesia
(http://www.bisnis.com/articles/usaha-kecil-pertamina-kucurkan-rp1-triliun-untuk-ukm)
60
Interview with Eva, 3 April 2011 in Pasuruan.

131

A progam for MSME financial-capacity development has also been hindered
by a lack of effective communication to MSME owners and managers. Although
there was an increase in commercial credit for MSMEs, government initiatives for
providing financial assistance and forming guarantee institutions were not well. More
than half of this study‘s respondents (54%) had no information about financial
assistance; of those who did know about it, only six (17%) perceived this program as
very useful, and 10 (29%) perceived it as useful. Similarly, credit guarantee
programs were perceived as very useful by seven (20%) respondents, and useful by
nine (26%). In addition, this program was also perceived as either less useful or not
useful by three respondents (9%). Thirteen respondents did not know about this
program. Sdt pointed out another difficulty with the progam; complicated procedures
to access credit in bank drive MSME owners to the pawn shop. Where they can
easily pawn their property to get money with which they can continue production.61
Because of the bias, many MSME owners neglected information about the bankfinance program.

5.6

Summary
The main objective of this chapter was to present the grounded realities of the

Bukir furniture cluster. In the first section, data from Pasuruan city statistics showed
that wood and like industries is a dominant subsector in the manufacturing sector of
Pasuruan. This subsector contributes significantly to the gross regional domestic
product (GRDP) of Pasuruan. (for example, more than 45% during 2005-2009).
Beside, wood and like industries was populated by micro, small, and medium
enterprises.
The second section presented the individual and organisational characteristics
of the participants in the furniture cluster of Pasuruan. The majority of participants
were male (77%) and had limited educational backgrounds (49% were elementary
school leavers). Most were native Javanese and Muslim. Fieldwork also revealed that
the majority served as both owner and manager of their businesses (74%), and started
as the first generation of a family business (71%). More were involved in small

61

Interview with Sdt, on 26 March 2011
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enterprises (66%), had been operating for between 10- and 19 years (43%) and
focused on the domestic market (94%).
In the third section, the study revealed the realities of participants‘ various
perceptions of MSME survival. Most perceived MSME survival as business
continuity, other as increasing profit, sales or, client satisfaction, or as an ability to
fulfil their families‘ needs. The study also confirmed that participants‘ perception of
MSME survival was also justified by government officers and the private sector.
Government officers considered the social roles of MSMEs in the community as an
indicator of MSME survival, while the representative of private sector considered
business indicators as indicators of MSME survival.
The last section explored participants‘ perceptions and experience about the
driving factors of their firms‘ survival. Although they mentioned various themes in
this regard, in general the participants identified collective efficiency, social capital,
and cluster policies. They viewed collective efficiency as creating benefits in the
form of local external economies and joint action, and social capital as providing
social value and social relations significant for their business survival. In term of
cluster policy, participants perceived only indirect cluster policy as associated with
their firms‘ survival; they did not report that direct cluster policy had an impact.
In the same way, the next chapter presents the grounded realities of the
Sooko footwear cluster in Mojokerto. It discusses this study‘s findings from semistructured interviews with MSME owners and managers and representatives of
government offices, from observation and from documentation.
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CHAPTER 6
GROUNDED REALITIES:
THE SOOKO FOOTWEAR CLUSTER OF PASURUAN

6.1. Introduction
Chapter 5 presented the findings from the Bukir furniture cluster of Pasuruan.
The chapter found that the industrial sector contributes significantly to the local
economy of Pasuruan, and that wood furniture is a prominent commodity produced
in Pasuruan. The chapter explored the study participant‘s individual and
organizational characteristics, along with their perception and experience of MSME
survival, and what they saw as the driving factors of their own MSMEs‘ survival.
Similarly, Chapter 6 aims to present the grounded realities of the Sooko
footwear cluster of Mojokerto. This chapter focuses on the research findings from
semi-structure interviews with owners and managers of MSMEs and with
representative government officers, from official documents of the local government
and from researcher‘s participative observation within the Sooko footwear cluster.
This chapter‘s sections are organized as follows: Section 6.2 exhibits the regional
profile of Mojokerto regency; Section 6.3 gives the participants‘ profiles, including
their organizational and individual characteristics; Section 6.4 presents the
perception of MSME survival of owners and managers‘ and government offcials;
Section 6.5 describes the participants perceptions of and experiences with gaining
collective efficiency in their industrial cluster to ensure the survival of their MSMEs;
Section 6.6 presents the participants‘ perceptions of and experiences with the
benefits of social capital for sustaining their MSMEs; Section 6.7 shows the
participants‘ perceptions of and experiences with cluster policy; and Section 6.8
summaries this chapter.

6.2. Regional Profile of Mojokerto Regency and the Sooko Footwear Cluster
Mojokerto regency has a long history of stretching back to the Mojopahit
Kingdom, the biggest kingdom in Indonesian history. In the period of this empire
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(1350-1389), Mojokerto was a port area that functioned as a gateway for all activities
of global commercial traffic (logistics). Geographically, it abuts with Lamongan and
Gresik regencies to the north, Sidoarjo and Pasuruan regencies to the east and
Malang regency to the south. Mojokerto regency consists of 18 sub districts
(Kecamatan) and 304 villages, which is within a 692.15 kilometre radius that
encompasses 1,031,213 inhabitants. This means that most of Mojokerto is rural. The
most populated district is Sooko, with a population of 3,113 person/km2. This district
containts 313 footwear micro-businesses that employed about 851 workers
(Statistics of Mojokerto Regency 2010).
Figure 6.1 shows the contributions of particular economic sectors to the
GRDP of Mojokerto regency. The manufacturing sector makes the largets
contribution (31.59%), followed by the trade, hotel and restaurant sector (26.11%)
and the agriculture sector (21.15%). Manufacturing‘s contribution increased from
IDRp 3,200,349,000 in 2007 to IDRp 3,918,757,000 in 2009. Almost all subsectors,
including textile, garment, leather and footwear are increasing their contribution to
the Mojokerto regency GRDP: this indicates that the development of the
manufacturing sector tahes place along with that of the agriculture sector.
Table 6.1 presents the contribution of manufacturing industry sectors on
Mojokerto Gross Regional Domestic Product (GRDP) by sub sectors within 20052009. Two major contributors of Mojokerto GRDP are sub sector food, beverage,
and tobacco, and chemical, oil, rubber and plastic industry. These subsectors
generated respectively; IDRp. 2,790,827,550 and IDRp 828,125,250 in 2009. The
economic contribution of these two industrial sub sectors was mainly created by
several multinational companies in Ngoro Industrial Park of Mojokerto, such as;
Suszhou Industrial Park Ap Tech. Company, Suszhou Industrial Park First Plastics
Co. ltd, Shanghai Chemical Industry Park Legend Trade, etc. These sub sectors were
different with textile, garment, and leather subsector which provide low level
contribution on Mojokerto economy local. But, textile, garment, and leather
subsector is more relevant with this study because this sub sector is dominated by
micro, small, and medium enterprises.
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Source : Statistics of Mojokerto Regency (2006; 2007; 2008; 2009; 2010)
Table 6.1
The Contribution of Manufacturing Industry Sectors
on Gross Regional Domestic Product (GRDP) of Mojokerto Regency
By Sub-Sectors, 2005-2009
No

Subsectors
1
2
3
4
5
6
7
8
9

TOTAL

Food, beverage and
tobacco
Textile, garment, and
leather
Wood industry and like
industries
Paper, printing and
publishing
Chemical, oil, rubber
and plastic
Non-metal mining,
except oil and coal
Basic metal
Metal, machines, and
associated equipment
Other manufactures
Manufacturing

2005

2006

2007

2008

2009

(000'IDRp)

(000'IDRp)

(000'IDRp)

(000'IDRp)

(000'IDRp)

1,768,400.34

2,005,750.65

2,224,675.71

2,541,420.36

2,790,827.55

50,768.44

57,630.55

69,978.70

78,212.53

82,985.36

64,350.90

70,678.45

78,534.22

86,956.53

89,600.32

569,431.16

678,570.89

727,586.79

778,015.53

828,125.25

20,867.57

27,750.32

32,284.55

37,680.58

42,203.05

48,730.14

55,671.90

62,110.12

71,175.01

78,425.45

2,175.98

2,931.60

3,465.57

3,984.86

4,382.47

530.23

679.45

702.96

810.28

886.25

889.57

947.55

1,010.51

1,185.14

1,321.27

2,526,144

2,900,611

3,200,349

3,599,441

3,918,757

Source : Statistics of Mojokerto Regency (2006; 2007; 2008; 2009; 2010)
In the Mojokerto statistics, footwear is considered part of the textile, garment
and leather subsector. Footwear has become a popular commodity in MSME clusters
in Mojokerto regency, and footwear-producing MSMEs are are spreading across the
districts (kecamatan) of Mojokerto regency, particularly in densely populated areas
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such as the villages of Pakis in Trowulan district, Tunggal Pager village in Pungging
district and Balong Mojo and Medali in Puri district. Most of the villages in Sooko,
the most populated district (Sooko, Wringin Rejo village, Japan village, Karang
Kedawang village, Jampirogo village, and Sambiroto) are home to shoe producers.
Table 6.2 shows the number of MSMEs and workers in Mojokerto, and
specifically in the Sooko cluster. The number of establishments producing shoes and
sandals in the Sooko cluster has gradually increased from 162 in 2005 to 313
enterprises in 2009; the number of workers from 486 to 851. Similarly, at the
regency level, the number of establishments grew from 1.153 in 2005 to 2,261 in
2005, and the number of workers from 3.050 to 5.197. Based on Berner‘s argument
(2012) that the survival of MSMEs is determined by their capability to provide jobs,
it can be concluded that MSMEs within the Sooko cluster are surviving.
Table 6.2
Number of MSMEs and MSMEs Worker
In Mojokerto Regency and the Sooko cluster
Year

2005
2006
2007
2008
2009

MSMEs in Mojokerto Regency
Number of
Number of
establishments
worker
1,153
3,050
1,775
3,968
2,199
4,635
2,419
5,099
2,661
5,197

MSMEs in the Sooko cluster
Number of
Number of
establishment
worker
162
486
530
1,060
253
759
278
835
313
851

Source : Mojokerto Regency Statistic, (2006,2010)

In the central part of Sooko, there are places of urban activities, such as a
trading centre, hotels, banks, and offices. Outward of there, there are agriculture
areas in which houses also function as home-based of footwear factories. Living
rooms are commonly used as a showroom, while the middle or back parts of houses
are used as workshops. For larger enterprises, the production processes are
performed in workshops at the side or back of the main house, but the showrooms
are in the living room. In addition, due to the dual function of houses in Sooko 9as
home and workshop), there is much physical evidence for footwear production, such
as rubber, soles or shoe boxes in front of houses or the presence of workers (Figures
6.2 and 6.3)
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Figure 6.2: An In-house Footwear Workshop in the Sooko Footwear Cluster

Figure 6.3: A Footwear Showroom in the Soko Footwear Cluster.

6.3. Profile of Participants
Table 6.3 shows the individual characteristics of the study participants in
from the Sooko footwear cluster. The majority of participants (67%) were male; only
seven out of 21 were female. Most (52%) had completed junior high school, 19%
had completed senior high school, 14% had graduated from higher education, and
two participants had no formal academic background. Eleven (52%) had been
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working in the footwear industry between 10 up 15 years, four (19%) had less than
five years‘ experiences, five (24%) had more than 15 years‘ experiences, and one
(5%) had between five and 10 years experiences.

Table 6.3
Individual Characteristics of the Participants
in the Sooko Footwear Cluster
(n=21)
Individual characteristics
Sex
Male
Female
Total
Education background
Higher education
Senior high school
Junior high school
Elementary school
None
Total
Working experience
≤ 5 years
5 – ≤ 10 years
10 – ≤ 15 years
> 15 years
Total
Cultural background
Java
Madura
Other
Total
Religion
Muslim
Catholic
Christian
Hindu
Buddhist
Total
Role in enterprise
Owner
Manager
Owner and manager
Total
Mode of business entry
First generation
Second generation
Total

Frequency

Percentage

14
7
21

67%
33%
100%

3
4
11
1
2
21

14%
19%
52%
5%
10%
100%

4
1
11
5
21

19%
5%
52%
24%
100%

21
21

100%
0
0
100%

21
21

100%
0
0
0
0
100%

0
5
16
21

0
24%
76%
100%

16
5
21

76%
24%
100%

Source : Fieldwork (2011)
Table 6.3 also shows the participants‘ social characteristics. Most were both
Moslem and Javanese; all said that they regularly practised Islam rituals and
participated in non–routine events for celebrating certain rituals, such as celebrating
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the birthday of Propohet Muhamad or the Islamic New year. They were also aware of
the basic values of Javanese culture, such as respecting the older people and prizing
collectiveness. Most of the participants (76%) played dual roles as both owner and
manager of their MSMEs, and five were managers only; in this context, ―manager‖ is
generally not a professional hired by the owner, but a family member trusted to
manage and organise the firm as MSMEs in this cluster tended to be family business
enterprises.
Most participants (76%) were the first generation of their family business,
having started them independently: only five received their business from a parent or
in-law. Interviews with the participants revealed that the majority of managers who
where the first generation to run the business considered location when choosing a
business location, meanwhile the second generation managers/owners consider
family issue, such as maintaining family business, as driving factor of their business
motivation.
Table 6.4
Organisational Characteristics of Business
in the Sooko Footwear Cluster
(n=21)
Characteristics
Business Scale
Micro
(fewer than 5 workers)
Small
(5-19 workers)
Medium (20-100 workers)
Total
Length of operation
1-9 years
10-19 years
20-29 years
30-39 years
Total
Market orientation
Domestic market
Global market
Total

Frequency

Percentage

4
11
6
21

19%
52%
29%
100

9
9
3
0
21

43%
43%
14%
0
100

20
1
21

95%
5%
100

Source: Fieldwork 2011

Table 6.4 shows the organisational dimensions; business scale, market
orientation, and length of operation of participants‘ enterprises. Eleven were small
enterprises, with between five and 19 workers; six participants, six participants were
medium-scale, with between 20 and 100 workers 20 – 100; and four were micro
enterprises, with fewer than five workers. The length of firm operation ranged from
140

less than nine years to 29 years. Nine enterprises had been operating for less than
nine years, nine between 10 and 19 years and three between 20 and 29 years. All
were domestically oriented enterprises except one, which was globally oriented.

6.4. The Survival of MSMEs in Sooko Footwear Cluster
This section presents the perceptions and experiences of the industrialcluster stakeholders of MSME survival. Initially, the MSME owners‘ and managers‘
perceptions and experiences are explored to examine how they view their firm‘s
survival. Digging for information from the owners and managers leads to rich and
rigorous data about the survival of MSMEs because they are directly involved in the
daily operation and real circumstances of their enterprises. This section also presents
the results of interviews with government officers and representatives of the
Indonesian Footwear Association to increase understanding of MSME survival.

6.4.1. The Survival of MSMEs from the Viewpoint of MSME Owners and Managers
In the Sooko footwear cluster, owners‘ and managers‘ perceptions about
MSME survival vary. Some owners and managers focus on financially based themes,
such as profit, sales, cash flow and investment in the future; others on non-financial
themes, such as marketing, social ties and property. The themes that emerged from
the interviews with MSMEs owners and managers are shown in Table 6.5.

Table 6.5
Perceptions of Owners and Managers about Their MSMEs’ Survival
in the Sooko Footwear Cluster
(n=21)
No
1
2
3
4
5
6
7
8
9
Total

Theme
Profit
Sales
Cash flow
Debt level
Investment
Business continuity
Client satisfaction
Satisfaction of family‘s needs
Increasing asset and property

Source: Fieldwork (2011)
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Frequency
2
1
1
3
1
6
1
5
1
21

Percentage
9.5%
4.8%
4.8%
14.3%
4.8%
28.6%
4.8%
23.8%
4.8%
100

In general, most participants (28.6%) perceived business continuity as a prominent
indicator of MSMEs survival, 23.8% associated of their family‘s needs with MSME
survival and 14.3% of participants perceived that their firm‘s debt level indicated
MSME survival. Some owners and or managers considered survival to be measured
by conventional aspects of business performance, such as sales, cash flow,
decreasing debt, investment or client satisfaction.

6.4.1.1. Business continuity
In participants‘ view, business continuity refers to production and sales
endurance. These functions were considered as dominant business activities among
MSMEs. The owners and managers reported that many MSMEs in the Sooko
footwear cluster did not survive due to lack of job orders and no production
activities. Bdn, a shoe maker in this cluster, said:
….running a small business requires patience…. Sometimes things are
good, sometimes they are bad. The important thing to survive in this
situation is that we can continue our production and sell our product to
the market62
Continuous production within the workshop as an indicator of MSME survival
was also highlighted by other participants. For example, S commented:
I have been running my enterprises for more than 13 years. During
this time I have tried to keep my enterprises alive by continuing
production. This strategy covers seeking raw materials, creating a
good work environment for my workers and marketing my product.63
This interview illustrates that owners interpreted the continuous operation in their
enterprises, as indicated by the enterprises‘ ability to purchase raw materials, provide
an environment conducive to business activities and create or increase demand for its
products, as a sign firm survival.
In addition, to achieve this condition, owners and or managers stated that they
perform flexible production, meaning that they produce varying types and quantities
of footwear. Iis said:
My firm survives in this industry because I am able to maintain the
production continuity by flexible producing products. When there is
62
63

Interview with Badrudin in Mojokerto on 6 June 2011
Interview with Susilo in Mojokerto on 20 June 2011
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increasing demand for shoes, I ask my workers to make shoes, when
demand for sandals is increasing, I ask them to make more sandals
than shoes.64
Nn, added
Production continuity is the key to my firm survival. I produce as
many shoes and sandals as my juragan65asks me to produce.
However, when there is no job order from the juragan, I sell the
product directly to the market. This is the consequence being an
entrepreneur: I have to survive in every circumstance….in peak or
low seasons.66
These interviews illustrate that a flexible business strategy, which involve monitoring
the market and adjusting the firm‘s business capacity accordingly, important for
anticipating the volatile business environment MSMEs faced.
6.4.1.2.

Satisfying family needs
Many MSME owners and managers consider the theme ―satisfying family

needs‖ as an indicator of their firm‘s survival because the family enterprise is their
main source of living. They interpreted the enterprise‘s ability to generate money for
their family‘s needs as the main goal of their business.
Dw reported:
It is simple for me, as far my business is able to support my family needs….It
means it survive, doesn‟t it?
As a new player in this cluster industry, I do realise that survival is not
easy…more effort and smart thinking are urgently required to be a successful
entrepreneur. Thus, for the time being, I just hope that my business will be
able to survive and to fulfil my family‟s needs.67
Krm, who has retired from farming, agreed that enterprises could be categorised as
surviving if they satisfy the owner‘s family needs68. Nng pointed out that survival
also included meeting the needs of employee‘s families, saying ―I have to follow this
(survival) strategy because I am responsible for providing living for my workers 69.

64

Interview with Iis in Mojokerto on 16 June 2011
The term juragan comes from Javanese, and literally means boss. The juragan takes the role of a a
middle agent who provides raw material, financial support and marketing distribution for MSMEs.
66
Interview with Ninik in Mojokerto on 19 June 2011.
67
Interview with Dwi in Mojokerto on 6 June 2011.
68
Interview with Karim in Mojokerto on 5 June 2011.
69
Interview with Nanang in Mojokerto on 19 June 2011.
65
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Abd, too mentioned that firm survival could be defined as ―the capability of my firm
to create wealth for my household and my employees‘ households70.
This reinforces the significant contribution of MSMEs in creating informal
jobs for owners‘ family members and neighbours.
6.4.1.3.

Decreasing debt level
Similar to the findings for the Bukir furniture cluster presented in Chapter 5,

most MSMEs in the Sooko footwear cluster made use of external financial supports.
Most used informal financial supports such as family ties, business relationships, or
friendships along with formal supports such pawn shops, Bank Perkreditan Rakyat
(rural banks), and Bank Rakyat Indonesia (Indonesian People Bank) to sustain their
business when they lacked cash to buy materials or pay workers. End, an owner and
manager of MSME in the Sooko footwear cluster, said
It is not easy to reach this condition (when the firm is surviving) because I
face many obstacles in running my enterprise. I was swindled by business
partners twice. They gave me a blank cheque for IDRp 50 million in 2000
and IDRp 150 million in 2010. I was suffering due to this accident. Although
I lacked financial resource, I tried to continue my enterprises by seeking
loans from financial institution. By obtaining financial support, I could
finance and continue the operation of my firm. Thus, I consider that
repaying my debt will reflect my firm survival.71.
Mtq and Sf echoed this interview by describing how their businesses are supported
by financial aid from external sources. Mtq said:
I don‟t have any book to record my revenue and expenses, but I have
registered my enterprise with the government office. By registering my firm I
can get a business identification business number which lets me able to
access financial assistance from banks. The problem now is how to repay this
financial credit within the period of time determined by the bank.
Consequently, I have to get adequate money to repay monthly.
If you ask me what indicates my firm‟s survival.. it is easy… I can say that
when I am able to repay my debt to the bank, and my debt is decreasing each
month, it means my firm is surviving72
Sf added
My enterprises survive in the footwear industry because I can manage them
in a good direction. I seek financial support from Bank Rakyat Indonesia
(Indonesian People‟s Bank) only for handling my financial capital
70

Interview with Abdurahman in Mojokerto on 1 June 2011
Interview with Endang in Mojokerto on 12 June 2011
72
Interview with Mustaqim in Mojokerto on 18 June 2011
71
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limitations. I am aware that too much debt in my enterprise is not good for
business because I will focus on the payment of the debt rather than enjoying
the profit from my business. Thank God, my firm survives because it has a
low level of debt hence I can enjoy my profit, besides paying the debt to
BRI.73
These interviews reflect that for some entrepreneurs, getting financial credit is
significant for their business development. Yet they also acknowledge that financial
credit or debt has serious consequences for their business. On one hand, it may help
owners and or managers to develop their production capacity; on the other, it may
lead the firm to bankruptcy. Therefore, MSME owners and managers consider
discharging financial obligation or decreasing debt to be a business achievement.
6.4.1.4.

Increasing asset and property
MSME owners consider assets and property an indicator of MSME survival

because they generally do not distinguish between business assets and private
property, as their main source living is the enterprise. Hence, this study‘s participants
interpreted increasing assets in the enterprise and in the house as the increasing
success of their enterprise. Nl, an entrepreneur in the Sooko footwear cluster,
acknowledged that increasing her property, including production machines in her
workshop, is accomplished using her income from doing business.
I have no recording book of my firm‟s business performance: hence I
cannot determine how it is performing. But if there is question
regarding my firm‟s survival, I just say that my firm survives
because I have more property, such a production machines, a
vehicle or electronic assets. As you know that my profession is
shoemaker, my only source of income is my firm.
I tell you that in the early stage of my business, I only had two
pressing machines; now I have eight machines. I can also buy a new
motorcycle to support my product distribution.74

6.4.1.5.

Client Satisfaction, sales, profit, and investment

Some participants perceptions of firm success were closer to conventional
business-performance indicator such as; client satisfaction, sales, profit and

73
74

Interview with Sufiah in Mojokerto on 18 June 2011
Interview with Nurul in Mojokerto on 21 June 2011
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investment. Satisfying the client in the context of the Sooko footwear cluster means
providing the intermediary with an acceptable quality of shoes at an affordable price
and at the agreed delivery time; sales refers to the number of pairs of footwear sold
over a certain period time; and profit commonly deals with the gross income
obtained by the owner. Investment in this context refers to the amount of money
saved by the owner for creating a better future.
Regarding client satisfaction and sales, Udn and AR said that juragan played
a significant role in facilitating the sales of their commodity. Udn said:
Most job orders in my workshop regularly come from the
middlemen, who act as intermediaries between the shoe mmakers in
the Sooko footwear cluster and the buyers out of Mojokerto. I try to
satisfy them by providing good quality shoes at an affordable price.
Furthermore, their satisfaction is key to my firm‟s survival, because
if they are dissatisfied with my product, their job order may go to
other shoemakers, and my firm will not survive.75
ARf also emphasises this point:
I consider that my firm is surviving when I can satisfy my juragan.
By making sure he‟s satisfied with my product, I have an
opportunity to get more job orders from him. 76
These interviews describe a direct association between client satisfaction and sales.
The interviews also show how the owners interpreted these indicators as signs of
their firms‘ survival.
In addition, some participants argued that an MSME can be classified as
surviving enterprise if there is increasing revenue and profit. Revenue refers to the
total amount of money earned by the shoemaker from footwear sales, while profit
denotes their revenue minus production costs. These two financial indicators describe
the ability of the firm to survive over the short term. These indicators have become
particularly significant since a dramatic increase in competition in the footwear
industry due to the entry of Chinese footwear into the Indonesian market. Hmnf said:
Alhamdulilah (thank God) my revenue is increasing...due to
increasing shoe and sandal sales. Although Chinese commodities
flood the domestic footwear market of footwear, my firm still
survives, at least for now. 77
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Interview with Udin in Mojokerto on 18 June 2011
Interview with Abdul Rouf in Mojokerto on 1 June 2011
77
Interview with Haji Munif, in Mojokerto on 9 June 2011
76
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Whd said :
The recent situation is hard for shoemakers in this cluster because
there are too many Chinese shoes have in the local market. I have to
compete with Chinese producers head to head in both local and
foreign markets. Luckily, my firm still survives in this industry and it
generates profit for me.78
These interviews show that some participants relied for their perception of firm
survival on increasing of sales, revenue and profit in their firm. Furthermore, they
also linked these indicators to external factors (Intense competition caused by the
entry of Chinese products into local market), that they were able to reach economic
achievement although they were facing a hard situation. Usw and Ju added that their
enterprises are surviving in this cluster because they are still generating profit for
them, their families and their workers‘ families.79
Im, an MSME owner and manager, considered investment for a better future
as an indicator of MSME survival:
As my husband is not a Pegawai Negeri (government employee80),
I have to be smart in allocating my family income. I have to save
and invest our money for our future. The most important
investment for my family is investment for our children‟s
education. I believe by sending our children to the university, our
family will have a better future. Because of this, I consider that my
ability to invest for my children‟s education is an indicator
showing the survival of my firm81
This interview highlights that MSMEs for some owners and managers are a source of
investment for a better future, including for some their ability to allocate part of their
income for educating their children.

6.4.2. MSME survival: the government perspective
The researcher also carried out interviews with government officers, a bank
officer and a representative of trade association. The perceptions of these actors are
essential to understanding the development of MSMEs in the Sooko footwear cluster,
78

Interview with Wahid in Mojokerto on 19 June 2011
Interviews with Uswatun, Jumai and Buyung in Mojokerto on 5 June 2011.
80
Government employees or public servants are recognised by Indonesian people as having a good
job due to their relatively good salary, health and education insurance for them and their family
member, and retirement savings.
81
Interview with Ima in Mojokerto on 15 June 2011.
79
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which cannot be separated from the involvement of government, banks and other
financial institutions. The first government officer interviewed by was,

Rd an

extension worker engaged in promoting small and medium enterprise in the the
Sooko footwear cluster: thus the researcher believed that exploring his perceptions of
and experiences with MSMEs would generate credible data about MSME survival.
Rd said :
Most households in Sooko source their income from MSMEs
producing footwear; and the majority of Sooko people who have no
formal job are working to produce shoes or sandals. Interestingly,
although most of them have a limited educational background, many
of MSME owners offer their workers a relatively high level of
income compared to the standard minimum income of Mojokerto.
They may get IDRp.25.000 (AUD 2.5)/day while workers in other
industrial sectors may be paid the minimum wage of IDRp.20.000
(AUD 2)/day. In addition to this advantage, footwear-workers may
be paid more than IDRp.80.000/day in the season because some
juragans apply a piece-based system for their qualified employees.82
This interview explored the fact that making shoes or sandals has become the
profession of most Sooko people, particularly those with no formal job and limited
education. Due to the relatively high wage offered by in this industrial sector, some
workers prefer working independently in their workshop to working for a large
enterprise.
Rd further added:
The MSMEs that survive are those that keep producing footwear
and employing people. The owners of these enterprises try to
maintain their production activity, although at a small scale,
because the production not only concerns their enterprise; its is
also relevant to satisfying their family needs.
The interview reflects the reality faced by MSMEs of this cluster that economies of
scale are not considered as constraints to survival. MSMEs‘ survival is determined by
low entry-exit barriers and the owner‘s motivation for sourcing a living for people.
ZA, the head of the Industrial and Trade Service of Mojokerto added:
There are two types of MSMEs in the Sooko footwear cluster:
footwear producers that generate a large number of shoes and have a
permanent distribution channel, and static or survival producers that

82

Interview with Rendi, on 30 May 2011 in Mojokerto
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produce footwear in a limited production capacity and engage parttime workers. In the Sooko footwear cluster, most producers are in
second type. They exist only for fulfilling the needs of the owner‟s and
workers‟ families. They have no growth orientation and limited
production capacity; hence a long time and a great deal of effort is
required to make them develop.83
The interviews with government officers highlight that they consider survival as a
static conditions of MSMEs. In this condition; in other words, MSMEs have no
growth orientation because they only focus on non-economic motives.
Bb, officer of Indonesian People‘s Bank (BRI) said
a survivavor MSME is a viable enterprise with capacity to repay loans
disbursed by BRI or other financial institutions. This ability is
required to access the micro loans scheme because banks
(particularly BRI) consider disbursement of micro loans as an initial
stage for selecting prospective customers for credit. Micro clients who
can pay back their loan and increase their performance would be
rewarded by the bank with an opportunityto apply for higher level of
credit. This mechanism further stimulates the micro client to
effectively use their loans for business development 84".
This interview highlights the importance of MSMEs‘ ability to repay their debt, as
banks‘ prudential principal allows them to solely lend MSMEs with the potential to
repay the loan.
6.4.3. MSMEs survival: the private-sector perspective
In discussing the survival of MSMEs in the footwear industry, Tkj, a
representative of the Indonesian Footwear Association explained:
The condition of this leather and footwear industry in East Java
during the period of 2010 fluctuated. The flooding of Chinese
footwear and the economic crisis hitting European countries
significantly decreased the performance of local producers. These
factors also significantly affected the existence of micro firms in
footwear clusters in Sidoarjo, Mojokerto, Jombang, Gresik and
Surabaya. In East Java, due to the absence of orders from overseas
markets, the performance of the footwear industry in the first quarter
of 2011 fell -6.93%. 85
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Interview with ZainulArifin, on 30 May 2011 in Mojokerto
Interview with Bambang on 1 June 2011 in Mojokerto
85
Interview with Tukidjan, the executive secretary of Indonesian Footwear Association- East Java
chapter on 26 June 2011 in Sidoarjo
84
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This interview shows that from the private sector perspective, MSMEs‘ survival was
not only determined by the internal condition of the MSMEs, but also by the external
environment. Tkj further acknowledged footwear producers‘ strategy of anticipating
a greater decline in footwear exports:
Currently, East Java footwear producers are concentrating on filling
the deficit in the domestic footwear demand of about 20 million to 25
million pairs per year. The existing production capacity of East Java
producers is 50 million pairs, while the total domestic demand of
footwear is about 74 million pairs per year.
An interview with a representative of the Indonesian Footwear Association revealed
that the private views MSMEs as surviving largerly based on the values of their
sales; number of pairs sold in both the domestic and foreign markets. Thus, it could
be interpreted that trade association of footwear consider the MSME survival as an
ability to compete with other producers.
6.5.

The Driving Factors of MSMEs Survival in the Sooko Footwear cluster
As in the case study in the Bukir furniture cluster, MSME owners and

managers in the Sooko footwear cluster were also interviewed.
Table 6.6
The Driving Factors of MSMEs Survival in the Sooko Footwear Cluster
Driving
factors

Theme

Local external
economy
Collective
efficiency
Joint action

Social
capital

Social value
Social relations

Cluster
policy

Indirect policy

Sub-theme

Participants

Availability of raw material

21

Domestic demand for footwear

9

Pooling of skilled workers
Easy access to transportation
Information circulation
Sharing information
Joint production
Sub-contracting with large
enterprises
Joint marketing
Communality/collectiveness
Mutual understanding
Trust
Family kinship
Creating a conducive environment

21
21
18
18
3

Facilitating basic infrastructure

20

Source: Fieldwork (2001)
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18
10
17
16
17
10
20

Table 6.6 presents the overall sub-themes dealing with the driving factors of MSME
survival in the Sooko footwear cluster that emerged during the interviews. The
emergent sub-themes range from availability of raw materials to availability of basic
infrastructure. These sub-themes were grouped into themes then linked to the
relevant driving factors of MSME survival
6.5.1. Collective efficiency
Collective efficiency is an advantage gained by MSMEs in an industrial cluster
due to their geographical location and their collective actions. The cluster‘s
geographical location, allows MSMEs benefit from abundant raw materials, an
existing market, the pooling of skilled workers, access to transportation access, and
information circulation. Collective efficiency is also could be gained through active
actions of partnership, such as sharing information, joint production, sub-contract
relations, and joint marketing.
6.5.1.1.

Local external economy
The local external economy theme refers to advantages provided by the local

area of Sooko, Mojokerto. It may take the form of tangible advantages, such as
availability of raw materials, local demand for footwear, the pooling of skilled
workers and good infrastructure, as well as intangible advantages, such as
information circulation about markets, technology, product trends or information
about additional employees.

6.5.1.1.1. The abundance of raw material
Participants argued that clustering MSMEs producing shoes and sandals
stimulates the concentration of suppliers of glue, thread, soles, leather and rubber.
Thus shoe producers could seek local raw material from these suppliers, saving time
and transportation costs. Table 6.6 shows that all 21 participants said that they
benefit from the concentration of suppliers in this location. Yet, the raw material of
making shoes was also supplied by juragans or owner of leading enterprises. It
means the juragan play dual roles, as an intermediate agent of marketing and as a
supplier of raw materials. Hence shoe producers only provide their skill and labour.
Mtq, a shoe maker, said:
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I produce casual and sport shoes. I get raw material from my
“bosses” in Surabaya and Jombang in the forms of glue, thread,
soles, and rubber. They send me these materials when they order
shoes from my workshop. In addition, they also pick their order up
when the shoes are ready in my workshop. Hence I don‟t have to pay
transportation costs for sourcing material or for distributing my
product.86
The fieldwork, however, found that not all shoemakers have strong
relationships with suppliers. Strong relationships between juragan and shoemakers
are built upon strong social and relationships which must continue for a time before
trust is fully developed. Yet even this tie is not sufficient for creating relations
between juragan and shoemaker. The juragan must also know and trust the quality
and professional of the shoemakers to agree to a building business partnership. The
fieldwork showed that shoemakers without such a relationship, such as AH was
suffering from scarcity of raw materials, particularly in the peak season. He said:
the existence of suppliers supporting footwear producers in Sooko with raw
material and components for footwear is beneficial for us. However it solely
occurs in normal session because some components, such as soles are often
missing from the market in the peak season (Idul Fitri and the new academic
year). Scarcity of this component is caused by behaviour of medium and large
shoe producers. They source soles in high quantity. They have a lot of money
hence they can buy as much raw material and as many components: as they
want… Yet, I as a micro producer with limited financial capacity, need a cash
flow… I can‟t do more than that….I am not able to buy large amounts raw
materials and store them in my workshop. 87
This interview reveals the fact that although the majority of MSMEs in Sooko
footwear cluster benefit from shops providing raw materials, local suppliers are not
always able to meet the demand. As the Sooko footwear cluster consists of medium,
small and micro shoe producers, unfair competition for sourcing material can occur.
The large producers often dominate the supply of material, with a negative impact on
the sustainability of micro and small producers.

6.5.1.1.2. Domestic demand for footwear
Several participants also reported that their firm is surviving due to the
emergence of local demand for footwear. Chapter Two explained that Indonesian
86
87

Interview with Mustaqim in Mojokerto on 18 June 2011
Interview with Abu Hasan in Mojokerto on 1 June 2011
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footwear producers could be classified into two types: large manufacturers and
micro, small and medium producers. Large manufacturers usually become subcontractors to international footwear producers. They use advanced production
technology, employ large numbers of workers (more than 100), and export their
products overseas. In contrast, micro, small and medium producers mostly use
traditional production techniques, hire informal workers, and commonly sell their
products in nearby cities or close to their industrial cluster.
Fieldwork revealed that the Sooko footwear cluster is the place where the
micro, small, and medium footwear producers are congregating. The majority of
MSMEs in this cluster are oriented to the domestic market: only one out of this
study‘s 21 respondents had experience in exporting their product (Table 6.3).
Footwear producers in this cluster have suffered from stagnant domestic demand and
the large-scale invasion of Chinese footwear. Stagnant demand has been caused in
part by low market orientation: most Sooko producers do not care about
commercialisation and marketing, and solely focus on the production capacity of
their workshop. Hence, they respond only slowly to market trends. In addition, lowpriced products from now dominate the Indonesian domestic market because local
buyers are more sensitive toward price than quality. Indonesia government
propaganda to buy Indonesian produced shoes seems to be unsuccessful in spurring
consumers to change their buying habits. Consequently, the local demand for
footwear has tended to decrease recently.
Although at the macro level the local demand for footwear tended to
decrease, MSMEs in Sooko footwear cluster survive. They constantly produce
footwear, event in small quantities. One of the contributing factors toward the
survival of footwear producers is the existence of salespeople-individual distributors
who have marketing channels in major cities- and juragan –owner of medium-sized
footwear-producing enterprises who act as suppliers and intermediaries for smaller
footwear producers. Interviews during fieldwork88 revealed that most MSMEs in this
cluster got job order from these actors. The role of the juragan is particularly
complex in a buyer-driven cluster like Sooko; they determine the types, designs,
marketing channels, price and quantity of footwear produced: they also provide

88

Interview with Ninik, Udin ,and with Abdul Rouf on 7 June 2011 in Mojokerto
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production jobs that can be carried out by additional workers in their house when
demand exceeds firms‘ capacity.

6.5.1.1.3. Pooling skilled workers
The other sub-theme mentioned by participants during interviews was pooling
skilled workers. People of Sooko have a long tradition of shoe and sandal making,
which they learn from parents and neighbors. Traditional footwear production has six
stages: (1) conception and design of the product (creation); (2) cutting of leather or
synthetic material in compliance with the model‘s specifications with a vibrating
knife (cut); (3) preparation of cuts through gluing and sewing procedures (prestitching); (4) joining the cuts using diverse stitching techniques (sewing and prejoining); (5) joining of the shoes‘ components (assembly); and (6) final treatment
with a view to improving the appearance of the footwear, including a series of
assorted procedures (finishing). Mastering these stages does not necessarily require a
high level of formal education, but at least a year apprentice or ngernet

89

with a

senior shoemaker is mandatory. In this period, apprentices are paid half of an
ordinary worker‘s wage because their productivity is relatively low.
Firms employ several types of workers: full-time paid workers: and borongan
(contract-basis) workers and unpaid family workers. Full-time work in the workshop
during normal business hours (between 8 a.m and 4. p.m) and get a daily wage, while
borongan-workers perform part of the production process (such as cutting) from their
own homes and get a piece-rate wage. The latter is commonly performed by female
workers because the working hours are flexible, allowing them to also take care of
children and do domestic activities.
The workforce in Mojokerto workforce is dominated by people with a middleeducation background: MSMEs in the Sooko industrial cluster benefit because these
people can successfully work in a workshop setting. Fieldwork found that 21
enterprise managers perceived that pooling skilled workers in this industrial cluster
benefited.
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6.5.1.1.4. Access to transportation
All respondents also noted that they benefit from another local advantage in
the Sooko footwear cluster, easy access to transportation. Sooko is in an urban with
sufficient asphalted roads and hence it is easily accessed by distributors and buyers.
Distributors regularly pick up shoes and sandals from Sooko clusters (weekly for
small-scale distributors, monthly for large-scale) Small distributors allocate Sooko
footwear to cities across the East Java province, such as Surabaya, Malang and
Sidoarjo, while the large agents distribute the product it outside East Java province,
including to Semarang, Jogja, and cities on other islands.
6.5.1.2.

Joint action
The researcher also grouped comments about benefits from MSME owner‘s

and managers‘ collective action under the theme of joint action. This theme included
comments on sharing information, joint production, joint marketing and subcontracting. Sharing information occurs informally among MSME managers and
workers through social and religious gatherings and informal meetings. The most
common regular gathering in Sooko is slametan 90, at which people talk about many
issues, including job orders, new footwear designs, the availability of raw materials,
and other issues shoemakers have in common91.
Nng, an MSME owner said:
…I often get important information during informal meetings with
my neighbours. For instance, when one of my employees resigned
from my workshop to move away from Mojokerto last month, I got
information about unemployed workers from my neighbour‟s
workshop. Then I directly followed up this important information
and looked up this unemployed worker, because I did need the
additional worker to full fil my job orders.92
Participants reported that along with providing information about potential
employees, informal meetings among MSMEs owners also stimulate vertical and
horizontal cooperation between them.

90

Slametan or Tahlilan is a Muslim ritual performed to commemorate and pray for the dead for the
first week after the loved one‘s death, and thereafter on the 40th and 100th day. However, this ritual
activity has been transformed into a social gathering among rural Muslim community.
91
Interview with Abdul Rouf in Mojokerto on 1 June 2011
92
interview with Nanang in Mojokerto on 19 June 2011
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Sharing information is the lowest level of joint action because there is no
condition or requirement to perform this mechanism. It is different with other types
of joint action, such as joint production, which require specific conditions. Common
commitment and trust are social conditions required to cooperate effectively.
6.5.1.2.1.

Horizontal cooperation

Joint production carried out by shoemakers in Sooko can be either horizontal or
vertical. In horizontal partnerships, production cooperation takes place among similar
levels of producers or between shoemakers and service providers (Figure 6.4);
examples include joint action by small or medium shoemakers when they lack job
orders or want to avoid idle production capacity. This allows their workers to
continue to work although there is no direct job order. This type of cooperation also
occurs between shoemakers and service providers, such as printing and offset
providers. By outsourcing these jobs to professional workers, they do not have to
own a printer and can focus making shoes and sandals. Shoemakers can also make
better use of their production time through outsourcing the leather-cutting or
synthetic-material processing step to peers who specialise in this process.

Figure 6.4
Horizontal Cooperation
in the Sooko Footwear Cluster of Mojokerto

Market/end customers

Shoe maker

Service providers

Shoemaker

Source: Fieldwork (2011)

6.5.1.2.2. Vertical cooperation
Vertical joint action also connects cluster actors in partnerships. Figure 6.5
shows the partnership between suppliers of raw materials, MSMEs producing
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footwear, juragan or middle agents, and end users or shoe retailers. The central actor
in this type of joint action is the juragan, because job orders flow from the
marketplace and shoe retailers to the shoemakers through the juragan, and the
distribution of product flows from raw-material suppliers to shoe producers and to
end users or shoe retailers through the juragan. This actor often supplies raw
materials to MSME producers, placing an order and paying an advance for raw
materials, in cash or a post-dated cheque.

Figure 6.5
Vertical Cooperation in the Sooko Footwear Cluster of Mojokerto
Supplier

MSME

MSME

MSME

MSME

Middle agent/
juragan

Shoe retailers

Market/end customers

manufacture

Source: Fieldwork (2011)
This model of joint action provides mutual benefits for all actors. Shoemakers
benefit from raw-material availability and distribution channels, needing to provide
only their skill in making shoes. Juragan benefits from distribution job orders and
assuming both risks and gains from both sides and potentially reducing production
costs significantly for all parties. Juragan also play a significant role in mediating
between large producers, who trust their credibility and professionalism, and
MSMEs, for whom they ensure a better flow of job orders. Most MSME
participatants recognized the importance of juragan in this network. was recognized
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by most of MSMEs in Sooko footwear cluster because most of them were always
linked to them to both obtain raw materials and distribute finished goods.
Most MSMEs in the Sooko cluster participate in sub-contracting as a
mechanism to survive in more as increasingly competitive market. The fieldwork
revealed that 18 out of 21 MSMEs did so. Most MSMEs also participated in joint
marketing. As the Sooko cluster concentrates a large number of small entrepreneurs
making the same product while working individually, collective marketing is an
alternative strategy to boost sales. This strategy also involves juragan, as they
dominate distribution channels for products from Sooko.
Tkdj, a representative of the Indonesian Footwear Association, said:
To survive in the footwear industry, as well as enhancing product
quality, our members try to reduce production costs by oursourcing
some parts of the production process. For example, the cutting of
leather or synthetic material and the gluing and sewing processes
are outsourced to micro, small and medium-sized shoemaking
firms.93

6.5.2. Social capital
The next theme relevant to the driving factors of MSME survival in the
Sooko footwear cluster is social capital: non-financial value emerging within society
and social networks linking one MSME.
6.5.2.1.

Social value

Existence of social capital in the Sooko footwear cluster is reflected by the
flow of local values among people of Sooko. In-depth interviews with participants
and observation of their daily live revealed the existence of social capital in this
industrial cluster in the form of social cohesiveness and self-realisation. Social
cohesiveness refers to the values underling interactions: in this case, among the
people of the Sooko footwear cluster, particularly those involved in the footwear
industry. Self-realization refers to the values that motivate the people of Sooko to
become entrepreneurs or independent shoemakers.

93

Interview with Tukidjan, executive secretary of the Indonesian Footwear Association East Java
chapter, on 26 June 2011 in Sidoarjo
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6.5.2.1.1. Social cohesiveness of the people of Sooko
Mojokerto regency, particularly Sooko sub-district has been transforming
from an agricultural to an industrial region. However, characteristics of a ruralagricultural society remain in the daily lives of the Sooko people. Communality and
collectiveness are rural features easily found even in a more urbanised Sooko. Many
social activities rely on these values, such as gotong royong- social collective actionand slametan –religious and social ritual that strengthens Muslim cohesiveness.
Participants also noted that they were affiliated with the traditional Muslim
organisation of Nahdhatul Ulama (NU). Although they had not formally joined this
organisation as members, their activities in practising Islamic values were strongly
influenced by this organisation‘s traditions, such as performing Jama‟ah prayer in
the mosque and conducting slametan and yasinan. These traditions are commonly
carried out by NU people to build collectiveness, particularly among the people of
Mojokerto and Sooko. AR, an MSME owner who is on the committee of Jamaah
Tahlil, said:
The people of Sooko actively perform slametan to celebrate some events in
the Islamic calendar, or conduct Tahlilan [group prayer and Qur‟an reading]
every Thursday night. We often invite a kyai [Muslim scholar or informal
leader] to give a short lecture about Islam and other issues related to our
daily lives. Every kampung [community within urban off-street
neighbourhoods] has its own Tahlilan group. Although these groups are
informal, they have a huge number of members. Their membership could
cover all the adult male population in this region. 94
Besides encouraging a commitment to acting according to good values in
daily life, Javanese culture and Islamic values consider family as the fundamental
social entity, which should be respected and protected. It was believed that
strengthening family and friendship relations builds a strong community, creates
happiness and longer life, and stimulates increases in rezeki (blessing from God). In
contrast, it is felt that those who purposely break this relationship will be punished on
the day of judgement. This belief ideally inspires people of Sooko to build positive
social relationship.
Table 6.6 gives participants‘ perceptions the importance of shared values in
their daily lives. Most participants considered that shared values are very useful in

94

Interview with Abdul Rouf in Mojokerto on 1 June 2011
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performing their daily activities, including carrying out business activities with 57%,
33% and 10% respondents expressed that values stimulating people to live
collectively are very useful, useful and less useful, respectively. No respondents had
negative perceptions about collective values existing in this community.
Furthermore, they expressed that collective society encourages members to develop
empathy toward others and inspires people to help others when they are facing a
problem. One of the forms empathy takes in this context is social responsibility.
As discussed above, Nng and Abd mentioned their responsibility to fulfil the
needs of their workers‘ families95. These interviews implicitly express that social
responsibility in the form of providing job opportunity for their neighbourhood are a
concern of MSME manager and or owners in the Sooko footwear cluster..
Table 6.7 shows that most participants (75%, to varying degrees) viewed
mutual understanding positively by respondents and considered it useful in the
community. Mutual understanding is created from long-term and close relationships.
Informal and frequent meetings foster mutual understanding. Udn, said :
I was born as a Javanese; hence I like to live in a communal society where
people are socially connected. Many social activities and informal
organisations bind us as a social entity, for instance we regularly meet in
religious96
Similarly, S said
Close relationships and frequency informal meetings among MSME manager
and or owner contribute to the existence of mutual understanding between us.
We can easily ask help from our partner if we have problems in our business
and they will voluntarily help.97

The next shared value considered important was trust. Most respondents
(76%) considered that trust is very useful in carrying out business transactions, while
19% and 5% respondents respectively expressed that trust is useful and less useful.
Trust becomes a basic value underlying every transaction among actors in the Sooko
footwear cluster. For instance, vertical cooperation between juragan and shoemakers
relies on the trust between them. AR, a micro-scale shoemaker, expressed that trust
from juragan in business transactions would rise the producer could fulfil job order
95

Interview with Nanang and Abdurahman in Mojokerto on 5 June 2011
Interview with Udin in Mojokerto on 7 June 2011
97
Interview with Susilo in Mojokerto on 20 June 2011
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punctually98. In addition, neglecting trust in carrying out business transaction may
potentially raise the business risk. Unpaid orders are commonly faced by MSME
managers and owners in Sooko. End, for instance, had bad experiences with being
swindled by a partner.99

Table 6.7
Participants’ Perception of the Importance of Shared Values
(n=21)
Very useful
No

Useful

Less useful

Not useful

Shared value

Do not know

Total

n

F

n

F

N

F

N

F

N

F

N

f

1

Communality/collectiveness

12

57%

7

33%

2

10%

0

0%

0

0%

21

100%

2

Mutual understanding

12

57%

7

33%

1

5%

1

5%

0

0%

21

100%

0

0%

21

100%

0

0%

21

100%

3

Trust

16

76%

4

19%

1

5%

0

0%

4

Family kinship

12

57%

5

24%

2

10%

2

10%

Source: Fieldwork (2011)
The last shared value influencing the livelihood of the Sooko people is
family kinship. Javanese culture and Islamic values motivate the people of Sooko
strongly focus on value family kinship. As Table 6.6 shows, most respondents (57%)
said that family kinship is very useful in doing activity, including in carrying
business activity, 24%, 10%, and 10% respondents respectively, expressed that it is
useful, less useful and not useful. Using family kinship in carrying out business
activity is the manifestation of respecting family among manager and or owner of
MSMEs in Sooko footwear cluster. A strong business partnership often takes place
among MSMEs with family relation. Their partnership could be in the form of
sharing information and job order, sharing production machinery or performing joint
distribution. Furthermore, family kinship was also used by manager and owner to
source information about workers.
6.5.2.1.2. Self-realization of Sooko people
Any discussion about the emerging of the MSME sector in a ruralagricultural area should begin with identifying the area‘s development stage and by
understanding its socioeconomics characteristics. Mojokerto, like other rural
regencies in East Java province, has been transformed from a rural to an urban area..
98
99

Interview with Abdul Rouf in Mojokerto on 1 June 2011
Interview with Endang in Mojokerto on 12 June 2011
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Although, most of the land in Mojokerto regency is used for agricultural activities
(37,101 farm generated 59.89 tonnes of rice/hectare in 2009), the manufacturing
sector tends to dominate the regency economy. Table 6.1 shows that manufacturing
accounts for 31.59% of the Mojokerto gross regional domestic product in 2009, and
agriculture for 21.15%.
The transition of Mojokerto regency from agricultural-rural to industrialurban is also indicated by the relatively low number people working in agriculture,
and the emergence of an informal employment sector in manufacturing. At the same
time, there is a strong motivation, particularly among middle and high-income
families, for their children to attend higher education and find better jobs. While this
motivation particularly among middle and high-income families, for their children to
attend higher education and finf better jobs. While this motivation has driven
increasing numbers of employment-age people to other citites, families in Mojokerto
have no alternative but tto stay, with little or no opportunity for advancement in
either education or employment, other than to waork informally in the footwear
industry.
The emerging informal sector in Sooko sub-district was created by group of
footwear producers who had traditionally operated in several villages, such as
Wringin, Japanan, Karang Kedawang, Jampirogo, and Sambiroto. In the next stage
of development, the emerging of this footwear industrial cluster drew informal
workers, with low levels of education and skill. An informal apprenticeship system
and flexible working conditions were considered as driving factors stimulating these
worker‘ commitment to their jobs. In general, these motivations could be identified
as supply-push and demand-pull factors. The former springs from limited formal
employment, the declining agricultural sector in Mojokerto and the heneral
population‘s limited educational background and low income: the latter is shaped by
family factors and work independently. Participants identified limited formal
employment and diminished prospects for agriculture in Mojokerto as their
motivation to start their enterprises. Dw, for instance, said:
I was working in the agricultural sector as a farm worker, but since my
employer sold his rice field, I joined in my brother‟s workshop to make
shoes and sandals. Ahamdullilah, due to his support I can start work
independently as shoemaker100.
100

Interview with Dwi in Mojokerto on 6 June 2011
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Similarly, Krm said:
„..as you know working as a farmer in Indonesia is a dilemma. We start
work in the fields early in the morning and finish in the afternoon, and
spend a lot of money buying seed and fertiliser but we get little money
from what we produce. This is because the government could not improve
the farmers standard of living, so why we have survived in this job?
although I don‟t get much income from my shoe workshop, it is better for
me. The important thing for me is fulfilling family‟s needs101.
These interviews confirm that the declining agricultural sector in Mojokerto regency
has to some extent been pushing agricultural workers to survive by moving into
informal activities such as making shoes or sandals.
Furthermore, participants confirmed that low levels of education and lack of
formal skills narrowed their opportunities for formal employment. However, many
maintained a positive attitude about their enterprise, asserting that it could generate
additional income for their family: this suggest that not all respondents financially
suffer in the attempts to run their businesses.
Moreover, 10% respondents said that additional income was their main
motivation for starting a business in the footwear industry. Interestingly, most of
these were female, regardless of business scale. Interview also revealed that women
also dominate in responding to the demand-pull factors of starting an enterprise: for
example, of the five respondents motivated by family factors such as continuing the
family business, there were women (incontrast, all entrepreneurially oriented owners
and managers in this study were men). Nl, an MSME manager and the wife of a civil
servant, said:
I was born in this industrial district: hence, I have engaged in
the daily lives of craftsmen in my whole life. My father prepared
me well to be an entrepreneur in the footwear industry. He
supervised my learning how to manage our family business. As a
result, when he decided to retire, I was ready to take over the
business. Besides, this activity does not take much time so I can
manage my family business while i look after my children102
To grow up in a neighbourhood amongst craftspeople creates a family
business environment. In addition, the informal apprenticeship system adopted by
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Interview with Karim In Mojokerto on 5 June 2011
Interview with Nurul in Mojokerto on 21 June 2011

102

163

most family businesses, shapes social expectations to be a shoe producer. Through
learning by doing, entrepreneurship skills and attitudes could be reinforced. Hence,
this environment stimulates people in Sooko to continue their family businesses and
start new ones.

6.5.2.2.

Social relations
The importance of social capital could be identified from social relations

connecting each type of cluster members: MSME owners and managers, middle
agents and government officers. Participants spoke of there types of social
relationship in the Sooko footwear cluster; family-based relation, trust-based and
financial-based.
A family-based relationship takes the form of horizontal cooperation between
family-related enterprises in sourcing raw materials, sharing production machinery
and job orders, joint marketing and seeking additional workers. These enterprises can
easily collaborate because family kinship creates a ―taken for granted‖ relationship,
with high degree of mutual understanding. Trust-based relationships include longterm partnerships among MSMEs that rely on common commitment and
interdependency.

These relationships are expressed through sharing job orders

between similar-scale footwear producers, or between micro and small-scale
footwear producers and large producers. In these partnerships, family kinship is not
urgently considered, but mutual trust is fundamental. Monetary-based relationships
are purely based on pragmatic motives: business cooperation between footwear
producers and service providers in Sooko is the common form of this type of
relationship.
These three types of relationship are often diffivult to separate. For instance,
family-based relationships may also require trust and business benefits to succees as
a way of operating. Similarly, thereis no purely trust-based relationship that neglects
cluster actor‘s pragmatic motives; in reality, trust-based relations are carried out for
mutual benefit among actors. Figure 6.6 describes the social relationship in the
Sooko footwear cluster.
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Figure 6.6 Social Relations among Sooko Footwear Cluster Members
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6.5.2.2.1. Worker-MSME owner/manager relationship
The first relation in Figure 6.6 is worker-MSME owner. However, if this
relationship is viewed not just as job-seeker provider, but examined as a social
relationship, MSME managers and owners serve not only as mere employers, but as
social protectors and financial resources. This perspective furthermore considers that
Sooko
these partnerships often rely on mutual trust and understanding: workers show
Soko footwear cluster
workers show their loyalty in providing footwear without reserve: this encourages
owners and managers to, in turn, help their workers with social and financial
problems. Although, only a few workers have family links with the enterprise owners
and managers, these relations could be considered manifestations of bonding social.
6.5.2.2.2. MSME owner/manager-middle agent relation
Participants also developed bonding social capital to build partnerships with
their juragan. They often used family ties and friendship to find additional job orders
and additional financial support, and juragan used these social networks for
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accessing additional labour for their own workshops. Additional job orders can be
obtained frequently from same level of shoemakers, especially for those who have
family ties. MSME owners and managers often give a portion of job orders to
relatives and provide a certain percentage of their margin. In addition, MSME
owners and or managers often go to their juragan for financial support if they are
facing problems.
Although these partnerships were at different levels (horizontal among
MSME owners, vertical between owners and juragan, who have more bargaining
power), these partnerships also reflected the existence of bonding and bridging social
capital within the Sooko footwear cluster. MSMEs owners who share job orders with
relative‘s or partners‘ MSMEs exhibit how bonding social capital link cluster actor
with homogeneous identity and close friendship. MSME owners and juragan were
also shown to be connected by common goals, in spite of their different
socialeconomic levels and motivations.
6.5.2.2.3. Government–MSME owner/manager
Figure 6.5 also shows the relationship between government officers –MSME
managers and owners. These relationships show that the Indonesian government is
paying attention to the development of MSMEs and industrial clusters. Nonetheless,
this study found only limited evidence for government involvement in promoting
MSMEs and industrial districts, and very little at all for government-MSME
relationship within the daily lives of the people in the Sooko footwear cluster.
Instead, the government officers were limited to providing and fostering
infrastructure for MSMEs in this cluster. Furthermore, there was no direct social link
between government officers and MSME owners, managers and employees. Arf,
said:
I don‟t know the government officers who are responsible for
promoting the Sooko footwear cluster. The industrial service of
Mojokerto regency is located about five kilometres from here
and I never go there because I have no reasons to. It seems
that they never send their officer to come here to implement
any programs for us. 103

103

Interview with Abdul Rouf in Mojokerto on 1 June 2011
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This interview shows a gap between government officers and MSME owners and
managers in developing MSME, and no social connection. This situation contributes
to the failure of development programs designed by the Indonesian government.
6.5.3. Cluster policy
Participants interpreted cluster policy carried out by the central government,
sub-national government and Mojokerto local authority as a driving factor in theirs‘
firm survival.

This section explores the institutional actors involved in the

implementation of cluster policy and examines the policy and programs associate
with the development of MSMEs. In addition, to understand how these policies and
programs affect the survival of MSMEs, this section examines it from the perspective
of MSME owners and managers.

6.5.3.2.

The Implementation of Cluster Policy in Sooko Footwear Cluster of
Mojokerto
The fieldwork found that industrial cluster policies implemented by various

levels of the government in the Sooko footwear cluster consist of indirect and direct
policies (Table 6.10). Indirect policy includes creating stability in the local political
and economic situation, while the direct policy includes programs to promote the
development of the footwear industry in general, and particularly micro, small and
medium enterprises.
The local governments of Mojokerto regency are commitment to empowering
the ―people‘s economy‖ (ekonomi kerakyatan) through MSME programs. This
strategy, it is believed, will create more job opportunities, and thus alleviate poverty.
Hence, fostering MSMEs is one of the strategic local development goals of
Mojokerto regency (http://www.mojokertokab.go.id/). This commitment has been
implemented through several policies that indirectly and directly support the
existence of MSMEs. Indirect strategies-those that aim to create a conducive
business environment- include changing officers‘ mindset from bureaucratic to
service-oriented, creating good governance and increasing the quality of public
service.
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6.5.3.3.

The impact of cluster policy on the MSMEs survival

Participant‘s response to the implementation of cluster policy is shown in
Table 6.8. The first cluster policy examined was the program for creating a
conducive environment and providing infrastructure facilities. This program was
jointly performed by the governments of Mojokerto regency and East Java Province
and the central government. All participants had positive responses; 86% (18 out of
21) said that this policy was very useful; the remaining three considered it useful.
This data is supported by fieldwork revealing satisfaction among MSMEs managers
and owners toward the basic facilities.
Table 6.8
Participant’s Perception of the Benefits of Cluster Policy
in the Sooko Footwear Cluster of Mojokerto
(n=21)
No

Very
useful

Cluster policy

Less
useful

Useful

Not
useful

Do not
know

Total

1

Creating a conducive environment

18

86%

3

14%

0

0%

0

0%

0

0%

21

100%

2

Facilitating basic infrastructure

18

86%

3

14%

0

0%

0

0%

0

0%

21

100%

3

Industrial Ministry of Republic of Indonesia
Regulation No.110/M-IND/PER/10/2009

0

0%

0

0%

0

0%

3

14%

18

86%

21

100%

4

Industrial Ministry of Republic of Indonesia
Regulation No. 94/M-IND/PER/11/2008

0

0%

0

0%

0

0%

3

14%

18

86%

21

100%

5

The People's Entrepreneurship Credit (Kredit
Usaha Rakyat or KUR)

1

5%

4

19%

0

0%

2

10%

14

67%

21

100%

6

Technical training for shoe producers

2

10%

6

29%

13

62%

0

0%

0

0%

21

100%

7

Design competition

0

0%

1

5%

0

0%

3

14%

17

81%

21

100%

8

Footwear retail center in Trowulan, Mojokerto

0

0%

1

5%

16

76%

4

19%

0

0%

21

100%

Source: Fieldwork (2011)
provided by the local government of Mojokerto regency. For example, Mtq said :
The local government of Mojokerto likely put serious effort into
building basic infrastructure for people. The main infrastructure
that provides benefit for MSMEs in the Sooko footwear cluster is
roads. Most villagers producing shoes and sandals across the
Sooko subdistrict are linked to others by this facility. It eases
transportation and distribution of footwear produced by MSMEs
in this location104.
Similarly Wd, said:
One of the advantages supporting the business activity in Sooko
footwear cluster is an adequate road. I am not sure who have
provided this facility….but the important thing is it is useful for

104

Interview with Mustaqim in Mojokerto on 18 June 2011
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shoe makers in Sooko. Truck or other type of vehicle carrying
shoes from this industrial cluster easily come and go…. 105
In other words, the basic infrastructure available in Mojokerto regency contributes to
ther survival of MSMEs in the Sooko footwear cluster.
The next policy associated with the development of the Sooko footwear
cluster was the implementation of Industrial Ministry Regulation No 110/MIND/PER/209 regarding the development of Indonesian footwear. Most respondents
(86%) had no information about this regulation while 14% said that they knew about
this policy but that it provided no benefit for the shoemakers. Fieldwork revealed
information that lack of public education contributed to the failure of this program.
No government officers were in charge of implementing and publicing programs to
revitalise the footwear industry across Indonesia: thus the programs were not wellknown.
It was surprising that no shoemakers who participated in this study realised
that the Sooko footwear cluster had been one for the implementation of this program.
No were they aware of efforts carried out by the central government to encourage
shoemakers to form a national brand and to accomplish national quality standards or
developing supporting industry for footwear cluster. This phenomenon also occurred
in the implementation of the Indonesian Industrial ministry regulation number 94/MIND/PER/11/2008. The majority of respondents had no information about the
government initiative to revitalization production machinery among sho producers.
Furthermore, they did not know that government would give 10% discount or
subsidize the purchasing new production machinery carried by MSME in footwear
industry. Interestingly, there were three out of twenty one respondents,
acknowledged about this issue. However, they argued that this policy was not useful
for MSMEs in this location. For instance, Hmf said
I knew from the newspaper that the central government had an
initiative to boost the competitiveness of shoemakers in footwear
industrial clusters in Indonesia. Unfortunately, this policy seems to
be only a national-level issue..as you can observe that there is no
implementation at the local level…it doesn‟t go “down to earth‟.
For instance,…there is no offering from the government toward

105

Interview with Dwi in Mojokerto on 6 June 2011
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revitalisation of production machinery, nor making it easier to
source raw materials...106
A similar opinion was expressed by Wh: He said
The local government has no idea how to help shoemakers seek raw
materials when leather, glue or soles are hard to find in the highdemand seasons, or when the shoes made in China are fulfilling the
local market… The important issues for shoemakers are that raw
materials are easily obtained and the demand for the shoes is
consistent. If the government would like to contribute toward our
existence, please do real things come to our place and give us a real
solution….107
Lack of public education and limited implementation of these policies were
acknowledged byZA, the head of the Trade and Industrial Service of Mojokerto
regency:
We are in charge of developing the industrial sector in Mojokerto
regency, including the Sooko footwear cluster. It was covered in
our strategic planning. However, a decentralisation era, which
gives authority to all level of government, on one side provides
wider authority for local government to implement some policies,
but on the other side generates unclear budgeting for programs.
The development of the MSME program for instance, provided no
clear guidance about who had authority for this program. As a
consequence, budgeting for implementation becomes vague. We
could not publicise and implement all the programs launched by
the central government until the budgeting was clear108.
This interview reveals that limited budgeting and weak coordination among the
government agencies are the initial factors limiting local efforts to implement
programs. Lack of public education and implementation were only consequences of
the unclear decentralization of authority and budgeting in promoting the
development MSME.
The People‘s Entrepreneurship Credit (Kredit Usaha Rakyat) program faced
similar circumstances. Most of the respondents (14 out of 21) said that they had no
information about this program. The seven who knew about it had various opinion
Five agreed that KUR provided advantages for their business: two perceived that it
was not useful. The respondents who perceived a benefit from KUR said that they
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Interview with Haji Munif, in Mojokerto on 9 June 2011.
Interview with Wahid in Mojokerto on 19 June 2011.
108
Interview with Zainul Arifin,on 30 May 2011 in Mojokerto.
107
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were able to increase their production capacity due to sufficient financial support
from this credit scheme. They used this financial support to buy more raw materials.
Furthermore, they also were able to buy production machinery, such as ovens or
pressing machines to speed up the production process and increase quality. They
concluded that this program was able to contribute to their businesses‘ survival109.
However, participants perceived that barriers to access this program
remained. Complicated administrative requirements, collateral requirements, low
value of credit, and high interest rates gave some MSME managers and owners a
negative perception about this program, and made them reluctant to access it.
Dw, an MSME owner, said:
In running my business, I always try to make it easy and avoid
complications. For instance, if there is an opportunity for me to
access financial assistance from the government through a noncollateral and low-interest loan, I will be to take it….
Unfortunately, the bank always requires collateral and, my latest
financial statement, and charges high interest rates (20%) for the I
request. No use for me to access this credit..110
In fact, the issue of easing MSME access to credit has been raised by the executive
secretary of the Indonesian Footwear Association, East Java Chapter:
Probably the financial-reporting requirement is one constraint to
our members‟ accessing bank loans. Our organisation includes a
variety of members ranging from large manufacturers with more
than 100 employees to micro businesses with unpaid-family workers.
The latter type is not familiar with financial reporting because they
do not distinguish between family finances and business finances.
We do hope the government provides more opportunities for them to
access financial support without complex requirements. 111
The advantages of KUR for MSMEs moreover are further limited by the constraints
of low value of credit. Whd, an MSME owner said :
Tthe problem often facing my business is financial problems. Due to
limited financial capital I can‟t increase my production capacity
even if there is high demand or a plenty of job orders. I read from
the newspaper that the government provides credit for MSMEs
namely, Kredit Usaha Rakyat [KUR] but it doesn‟t help me to
achieve my plan. They only provide at most IDRp. 5,000,000 for
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Interview with Sufiah and Mustaqim on 18 June in Mojokerto.
Interview with Dwi in Mojokerto on 6 June 2011.
111
Interview with Tukidjan, on 26 June 2011in Sidoarjo.
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micro credit. This is not enough to buy raw material and upgrade my
production capacity..112
Another barrier constrains the implementation of KUR: asymmetric
information. In a television advertising campaign, KUR was described as
government aid in the form of micro credit that is guaranteed by the government, as
if there was no obligation to repay it. Consequently, MSME managers and owners
perceived that if the loan becomes non-performing loan in other words, if the client
could not repay the loan the government would take over this repayment. MSME
managers and owners have realised their mistake only, when they came to the bank
to request this credit, when they found that, despite the optimistic tone of the
television ads, they needed to supply adequate collateral and a financial statement.
As a result, the managers and owners became skeptical about financial support from
the government.
Bbg explained that the difference between KUR and other commercial bank
lending was underwriting risk management. KUR uses an insurance firm to cover the
potential risk of credit, with the insurance fee paid by government: commercial banks
put all the potential risk and fees on the client, and always require personal and firm
identity to ensure that potential clients are actually operating a legitimite business.
Furthermore,

he

recommended

that

the

government

anticipate

potential

misperception about KUR making it very clear that every credit client has an
obligation to repay their loan113.
The next program to support shoe producers in the Sooko footwear cluster
was technical training. Training programs were not directly carried out by the
Industrial Service of Mojokerto regency, but were regularly performed by The
Industrial Service of East Java provincial government through the Indonesian
Development Centre for the Footwear Industry (Balai Pengembangan Industri
Persepatuan Indonesia). Training included shoe design or grading, footwear
production and quality assurance. However, as shown by Table 6.8, only 39% of
respondents perceived that this training gave benefits for MSMEs: the remainder said
that this training was less useful for them.
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Interview with Wahid in Mojokerto on 19 June 2011
Interview with Bambang in Mojokerto on 1 june 2011
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The rationale behind their dissatisfaction was the location and outcomes the
training. Most of the training was carried out at the BPIP office at Tanggulangin,
Sidoarjo, and it was not free of charged, making it difficult for shoemakers to leave
work to participate. Furthermore, most already understood the content of workshops,
such as those in cutting, stitching, assembling and finishing techniques, and there
was no use in participating. The head of the Industrial Service of Mojokerto
confirmed that only a few training programs were held, and that budget limitation
caused the centralisation of several programs.
A shoe-design competition initiated by the Industrial Service of East Java
also received a lukewarm response. Most respondents (81%) had no information
about the competition, while rest of them knew very little about it. Only one
perceived that this competition was useful, while three said that this program was not
useful for them. The organisers disseminated information about the program through
electronic media, particularly the internet; however, most shoe producers in Sooko
have limited access to the internet.
The last local-government program examined in this study is a footwear
display area; the PPST (Pusat Perkulakan Sepatu Trowulan) or Trowulan Footwear
Retail Center. All the respondents had sufficient information about the existence of
PPST in Mojokerto, but most considered that this facility provided limited benefit for
shoe producers (76% respondents said that it was less useful and 19% that it was not
useful). Only 5% perceived a benefit from this facility (Table 6.9).
From the perspective of the government of Mojokerto, locating the centre
close to a tourist attraction (the heritages area of the Mojopahit Kingdom) would
regularly expose the shoes and sandals produced by the Sooko footwear cluster to the
tourists market, increasing sales. However, MSME managers and owners had a
different opinion. ARf said
I have no idea why the government initiated this program (build the
PPST)…Most footwear producers in Sooko are linked to
independent retailers who distribute shoes and sandals to markets
outside Mojokerto, such as Pasar Turi Surabaya. Only a few shoe
producers sell in small quantities directly to individual ultimate
customers…I think it is not an effective program…as we can
see…,Besides the limited room available in the centre, few shoe
traders are active in the location .114”
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Interview with Abdul Rouf in Mojokerto on 1 June 2011
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Iis added that selling shoes and sandals in the PPST generated limited profit for
MSMEs because it is more costly than conducting transactions directly from their
workshops. The PPST is in Watesumpak, about five kilometres from the Sooko
footwear cluster. Shoe producers must pay for transportation cost and salespromotion workers to place their product in the PPST115.
S, an owner of MSME in Sooko footwear cluster, said:
It is impossible for me to bring and to display my shoes in PPST
because I am busy working to produce shoes and sandal, Who is
going to pay the rent for the space and for the shop keeper? 116
Similarly, End said:
It is costly for me to bring my shoes and sandals to be displayed in
the PPST. I prefer to work at home than wait for potential buyers in
the PPST. I can look after my son while waiting for my workers to
finish their jobs in the workshop.117
These interviews highlighted that the location of the PPST led the footwear
producers to be reluctant to carry out the trading activities there. Conversely, selling
shoes and sandals directly from their workshops saves money and time for
shoemakers, and exposes the full range of their products to potential buyers.
Moreover, displaying shoes and sandals outside the workshop was not an appropriate
marketing strategy for MSMEs in the Sooko footwear cluster because the distribution
channel of shoes and sandals in this industrial cluster is dominated by juragan. Few
shoe producers directly sell their product to individual buyers: most rely for their
distribution channel on networks owned by juragan. Hence, MSMEs in Sooko
footwear cluster do not need this facility. Nn, an owner of MSME in Sooko,
emphasized this issue:
For me...displaying my shoes or sandals in my workshop or other place is
not necessary because I work for my juragan. He always carries out his
order from my workshop to Pasar Turi in Surabaya.118
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Interview with Iis in Mojokerto on 16 June 2011
Interview with Susilo in Mojokerto on 20 June 2011
117
Interview with Endang in Mojokerto on 12 June 2011
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Interview with Ninik in Mojokerto on 19 June 2011
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6.6. Summary
This chapter presented the research findings for the Sooko footwear cluster.
The first section revealed that the local economy of Mojokerto is dominated by the
manufacturing sector, which contributes 31.59% Mojokerto‘s GDR. Data from
Mojokerto Statistics showed that this sector is dominated by the subsector of food,
beverage, and tobacco, and chemical, oil, rubber and plastic. The economic
contributions of these sub-sectors mainly come from multinational corporations in
the Ngoro Industrial Park (NIP) of Mojokerto. Additionally, the local economy of
Mojokerto is also influenced by subsectors that contain large numbers of MSMEs.
One of these is the footwear sub-sector in Sooko. In 2009, the Sooko footwear
cluster was home to 27.18% of Mojokerto‘s entrepreneurs and 11.76 % of its
MSMEs.
The second section described respondent‘s characteristics: most were male
(67%), junior high school leavers (11%) and Javanese Muslims (100%). Most (52%)
had working experience in the footwear sub-sector of between 10 and 15 years,
andmost (76%) started their business independently and served as both owner and
manager. Most of the participants (52%) owned or worked in small-scale firms
focusing on the domestic market (95%), and most firms had been operating for less
than 20 years.
The next section presented the various participants‘ perceptions of and
experience with MSME survival. The study revealed that most of the participants
perceived MSMEs survival to equate with business continuity. However, some
considered it to also equate with increasing profit, sales, property and investment; the
presence of cash flow; the decreasing debt; client satisfaction; or the ability to fulfil
their family needs. These various perceptions were influenced by participants‘
background and experiences with their own firms‘ survival. This study also
confirmed that the government and private sector were conscious of issues relating to
MSME survival, but their awareness did not associate with their actual contribution
to MSME survival in the Sooko footwear cluster.
Finally, the last section of this chapter presented the emergent themes
considered by participants to be driving factors of MSME survival: collective
efficiency, social capital and cluster policy. They reported that benefits from the
local external economy and joint action contributed to the creation of collective
175

efficiency within the cluster. The existence of social values and a social network
between MSME owners fostered the emergence of collective awareness about joint
action. However, most participants perceived that the direct cluster policy had only
limited impact on their firms‘ survival; instead, they considered the macroenvironment and infrastructure as important.
The next chapter addresses the study‘s research questions based on the
overall empirical findings from the Bukir furniture and Sooko footwear clusters.
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CHAPTER 7
THEORETICAL REFLECTIONS ON EMPIRICAL FINDINGS
7.1.

Introduction
The previous chapters presented the grounded realities of the study. Chapter 5

reported the findings on the of Bukir furniture cluster, while Chapter 6 presented
those for the Sooko footwear cluster of Mojokerto. In general, these chapters found
similar driving factors of MSMEs‘ survival. However, the chapters also uncovered
minor differences between the two industrial clusters.
These similarities and differences, along with theoretical reflections on the
empirical findings, are presented in this chapter. Section 7.2 presents participants‘
perceptions of and experience with MSME survival. Section 7.3 seeks the answer to
the first research question-What are the driving factors of MSME survival in the
Bukir furniture and Sooko footwear industrial clusters?- by comparing the findings
from the study with the theory justified in the study. Section 7.4 answers the second
research question-What are the rationales for the existence of the driving factors of
MSMEs survival in the Bukir furniture and Sooko footwear industrial clusters?
Section 7.5 presents theoretical reflections on the empirical findings to explain how
the established factors drive MSME survival in the furniture and footwear industrial
clusters of East Java, Indonesia. This chapter concludes with a summary.
7.2. MSME survival from the Perspective of Owners and Managers
The general research question of the study is to seek understanding of factors
that drive MSME survival in industrial clusters. According to the literature review,
MSME survival refers to the condition where an MSME operates‘ endures for an
indefinite period of time, or where the business may not grow but is nevertheless
maintaining its position and struggling to establish itself as viable enterprise (Watson
2010; Gorgievski et al. 2011; Bridge & O'Neill 2013)
The study results identify various emergent themes that deal with the survival
of MSMEs (Tables 5.4 and 6.5). These themes range from ―business continuity‖ to
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―satisfying family needs‖. But in general, participants‘ perceptions of and experience
with their firms‘ survival can be grouped into three themes: MSME survival;
conditions for firm survival; and consequences of firm survival (Figure 7.1). MSME
survival refers to firm‘s continuing production and satisfaction of job orders; the
conditions are the situation that stimulates the firm‘s survival. In this context,
participants perceived that ―client satisfaction‖ is a condition of their firms‘ survival.
The consequences of MSME survival are, for example, profit, debt repayment,
investment in education or fixed assets, and satisfaction of family needs.
Figure 7.1
MSMEs Survival from the Perspective of Owners and Managers

―Client satisfaction‖ emerged from the fieldwork as a parameter of MSME
survival because MSME owners considered that maintaining good relations with
clients was important for their firms‘ survival. ―Client‖ in this context refers to the
middle agents in industrial clusters, who usually perform as buyers and suppliers for
the MSMEs (Weijland 1991). The domination of middle agent in industrial clusters
has been mentioned by Humphrey and Schmitz (2002) as a feature of industrialcluster survival. They argue that larger firms often control the smaller firms through
quasi-hierarchy relationships.
Most participants in this study perceived business continuity as a main
indicator of their firms‘ survival. This perception is justified by Bridge and O'Neill
(2013) definition of MSME survival as the condition where MSMEs may not grow
but are nevertheless working hard to maintain their position and struggling to
establish themselves as viable enterprises.
Finally, the themes of increasing profit, ability to invest, decreasing debt and
increasing property as perceived indicators of MSME survival could be interpreted as
a manifestation of business personalisation (Curran & Blackburn 2001; Matlay 2002;
Booth 2004; Abe et al. 2010; Poza 2010): management practises that do not
differentiate between the owner‘s personal or family assets and business assets, and
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all income from the business is considered family income. Business personalisation
can also be seen in the dual roles played by the owner both: owner and manager
(Tables 5.2 and 6.2).
Beyond these indicators, most participants reported that they were satisfied
with how their firm has been performing. Hence, they did not plan to either expand
their market or export their products overseas. These findings confirm O‘Farrell and
Hitchens‘s (1988) argument that MSME owners and managers are reluctant to
improve their businesses because it would change their personal lifestyle. The
finding is also relevant to studies of Gorgievski et al. (2011) and Ahmad et al (2011),
who identified MSME manager-owners‘ personal orientation and values, such as
contributing back to society, pursuing personal satisfaction, satisfying stakeholders
(employees and customers), balancing work and life and achieving public
recognition, as causes for static performance of MSMEs.
7.3. Research Question 1
The first research question of the study is: which driving factors of MSMEs‘
survival in industrial clusters, as identified in the literature, have been articulated by
MSME owners and managers in furniture and footwear industrial clusters in of East
Java, Indonesia? To address this research question, the researcher performed content
analysis on interviews with participants (Table 5.5 and 6.6). The findings confirmed
that MSMEs‘ survival in the Bukir furniture cluster and the Sooko footwear cluster is
driven by collective efficiency, social capital and cluster policy.

7.3.1. Collective efficiency
Most participants reported that they benefited from collective efficiency in
their industrial cluster. They directly consumed local external economies, such as
availability of raw materials, pooling of skilled workers, and domestic demand for
the product, information circulation and adequate infrastructure, from their presence
in an industrial cluster. In the Bukir furniture cluster, the abundant raw materials,
pooling of furniture-making expertise, continuity of local demand, and strategic
location of Bukir village were perceived to be significant factors in the survival of
MSMEs. A constant supply of wood from forests both within and outside of
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Pasuruan along with the existence of local suppliers of wood, could maintain
continuity of production among furniture producers.
In addition, the workforce composition of Pasuruan city, which is dominated
by workers with low levels of education, benefited MSMEs in the Bukir furniture
cluster by offering a supply of informal workers. The local external economy of
Bukir furniture cluster also benefit from the popularity of this cluster as a local
producer of furniture, as new buyers are drawn by its already-established role as a
furniture centre. The next local external economy considered by participants as a
driving factor of MSME survival is the strategic location of Bukir furniture cluster
which allows furniture producers to access wider market and to link with large firms
outside the Bukir region. Finally, a physical infrastructure in the form of asphalted
roads connects villages within the Bukir cluster to the city of Pasuruan; participants
also considered communication facilities provided by the government as a factor in
MSMEs‘ survival.
Similarly, MSMEs in the Sooko footwear cluster also consumed local external
economies in the form of informal workers who live in Sooko subdistrict, continuous
demand for footwear and enabling infrastructure. Furthermore, MSMEs in the Sooko
footwear cluster also benefit from the existence of juragan, or middle agents, who
provided raw materials and pooling their products to sell on their behalf.
Collective efficiency as a driving factor of MSME survival in industrial
clusters is also can be seen from joint action carried out by MSMEs. In the Bukir
furniture and Sooko footwear clusters where most people were bound by a similar
culture and religion, joint action often began at informal religious and social
gatherings, which are frequent in these areas. Participants reported that besides
increasing the harmony among them, these informal meetings become a type of
social media to circulate important information within the community. This
mechanism, furthermore, was able to motivate MSME owners and managers to
engage in horizontal and vertical partnerships. Examples of horizontal cooperation
include sharing job orders and outsourcing some stages of the production process;
vertical cooperation could include supplying raw materials (backward cooperation)
and distribution of products (forward cooperation).
The study results also revealed joint action performed by two actors (between
furniture producers and suppliers or distributors) or by multi-lateral actors such as
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ASMINDO (the Indonesian Furniture Industry and Handicraft Association), and
APRISINDO (the Indonesian Footwear Association). However, the findings
suggested that multilateral joint action does not play a significant role in these
industrial clusters. This is because most members of these trade association to be
medium and large producers; hence MSME owners and managers perceived that
these associations do not serve their needs or help them achieve their goals. Instead,
local trade associations such APEK (the Pasuruan Wood Craftsmen Association) in
was more likely to play a more significant role in advocating for MSMEs and
helping them solve their problems.
These findings confirm previous studies which recognized that most of
Indonesian industrial clusters are emerging from artisan-based local economies, and
depend heavily on the local external economy (Poot et al. 1990; Weijland 1999;
Sandee et al. 2002; Marijan 2006; Tambunan 2007). The findings also endorse
previous studies asserting the importance of collective efficiency, particularly
external economies, to the survival of MSMEs in industrial cluster (Rabellotti 1998;
Nadvi 1999a; Nadvi 1999b; Marjoleion et al. 2003).
This study‘s results also suggest that in addition to taking advantage of local
external economies. MSMEs should cooperate and collaborate with other members
of their industrial clusters. Giuliani et al (2005) noted that MSMEs may perform and
benefit from horizontal joint action, which links them with their colleagues, or
vertical joint action, which links them with their suppliers and distributors. Schimtz
(1999c) highlighted that these two types of joint action can be performed bilaterally
or multilaterally. Bilateral joint action connects two individual firms, while
multilateral joint action engages more than two individual firms. The importance of
joint action in industrial clusters was also highlighted by Nadvi (1999b) and
Marjolein et al(2003) who argued that vertical cooperation between cluster members
and local subcontractors or external buyers contributes to the survival of MSMEs in
industrial clusters, and that such cooperation is necessary because benefits from the
local economy are not sufficient in themselves for survival growth or
competitiveness.
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7.3.2. Social capital
Findings of the study also confirm that social capital owned by MSME
owners and managers is considered a driving factor of MSME survival. Social capital
refers to resources that, though non-financial, can be given an economic value. Social
value can take the took forms of social cohesiveness and self-realisation (Parrilli
2009), while social relations commonly take the forms of bonding, bridging and
linking social capital (Narayan 1999; Turner 2007).
Islamic values and Javanese culture dominantly dominated the dynamic lives
of the participants in both industrial clusters, as reflected in their daily activities such
as slametan, kerja bakti and arisan.

Most participants were familiar with the

slametan tradition because it is common in both Pasuruan city and Mojokerto
regency. They regarded slametan in particular as a medium to strengthen social
relationships among member of the society. The interviews during fieldwork showed
that performing or participating in slametan was considered as social responsibility
to maintain day-to-day harmony. Being reluctant or passive participants in slametan
might cause a social sanction, such as being an object of negative talk or being
judged as anti-social individual, as the effort of inviting neighbours to slametan
indicates respect for others‘ existence and position (Hawkins 1996).
In both the Bukir furniture cluster and the Sooko footwear cluster, social
relations occurred in the forms of bonding social capital (family and friendship based
trade partnership among employers and their workers) and bridging social capital(vertical partnerships between MSME managers and or owners and middle agents
within and outside of the industrial cluster). These forms of social capital facilitate
collective social and economic activities, such as seeking additional employees,
accessing informal financial support or searching for market information. This
finding confirms previous studies that identified the significant role of bonding and
bridging social capital in business networks within the Indonesian informal sector
(Weijland 1999; Turner 2007).
The study also revealed that self-realization among MSME owners and
managers to sustain their business was relatively low. This condition was influenced
by supply-push factors, including limited formal employment, a declining
agricultural sector, limited education and low income, and demand-pull factors,
including family obligation, a commitment to continuing the family business and the
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desire to work independently. This finding confirms Tambunan‘s study (1994) that
considered MSMEs as symbol of informal worker existence rather than as
manifestation of the owner‘s entrepreneurial orientation. In broader term, Kreiser
(2010) saw that the Indonesian culture and the level od economic and technology
development also contribute to the low level of entrepreneurial orientation among
Indonesian MSMEs. The Indonesian culture is characterised by passivity, reluctance
to take risks, moderate uncertainty avoidance, collectivism, moderate masculinity,
and a high power distance. The level of economic development, political stability,
law enforcement empower and other institutional factors also contribute to the low
level of entrepreneur orientation among Indonesian MSME managers (Kreiser et al.
2010). Mangundijaya (2010) added that Javanese people are also more comfortable
with stable and predictable conditions; hence they prefer to stick together in a
familiar neighbourhood rather than move elsewhere looking for better conditions and
a better future.
7.3.1. Cluster Policy
The study also confirms that industrial cluster policy contributes to MSME
survival in industrial clusters. Cluster policy refers to government initiatives that
directly or indirectly deal with the development of industrial clusters. In the
Indonesian context, industrial cluster policy has been used interchangeably with
micro, small and medium enterprise empowerment policy (kebijakan pemberdayaan
usaha mikro, kecil, dan menengah) and entrepreneurship policy. As a result, the
existence of industrial clusters in Indonesia cannot be separated from MSMEs
because they make up the majority of enterprises in Indonesian industrial clusters.
This finding is relevant to previous studies that have associated cluster policy with
policies to develop MSMEs (Poot et al. 1990; Weijland 1999; Tambunan 2005).
Furthermore, the study found that indirect cluster policy contributed to
MSME survival more contribution than direct cluster policy. Table 5.12 and 6.8
show the similar perceptions of participants about the importance of conducive
environment and infrastructure in maintaining their businesses. In contrast,
participants perceived that government financial, technical and managerial initiatives
were not useful for them. This suggests that only indirect cluster policy effectively
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supports MSME survival in the two clusters, while direct policy makes only a limited
contribution.
These findings confirm previous studies that have found limited impact of
government policy on industrial-cluster development in Indonesia (Weijland 1999;
Sato 2000). Sato (2000) argued that MSMEs in industrial clusters can grow without
direct government support because they can form subcontract partnerships with large
urban factories. Furthermore, there is a self-help mechanism in industrial clusters that
allows MSMEs to survive by collaborating with other cluster members (Weijland
1999). At the same time, it is possible that, in industrial clusters with an indivisibility
problem and a wide market reach, government policy might contribute to the survival
of MSMEs. Sandee and Rietveld (2001) argued that the government could play a
supporting role by focusing on key issues such as access to information and joint
action. They also could encourage producers and intermediaries to work together and
on collective initiatives and create synergy within the industrial cluster.
7.4. Research Question 2
With collective efficiency, social capital, and cluster policy identified as
driving factors of MSME survival in industrial clusters, this section answers the
second research question: why have these driving factors of MSME survival in
furniture and footwear industrial clusters established in East Java?
7.4.1. Collective efficiency
Most participants reported that their firms survive because they can benefit
from the local external economy and joint action. However, as these different
MSMEs consumed these benefits in different ways, the contribution of each factor on
MSMEs survival varied. Local external economies were consumed directly by
almost all MSMEs in both clusters, but joint action could only be consumed by
MSMEs who deliberatively sought cooperation and collaboration. As Table s5.5 and
6.6 show most participants reported that the availability of raw materials, domestic
demand for the commodity they produced, the pooling of skilled labour, access to
transportation and information circulation drive their firms‘ survival: a limited
number perceived that joint action contributes. In other words, MSME survival was
perceived as being determined more by the local external economy than by joint
action.
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To explain the reasons why industrial clusters benefit more form consuming
resources from the local external economy than from joint action, previous studies on
industrial clusters may provide answers. Marshal (1920) argued that in the early
stage of development, micro, small and medium enterprises have a tendency to
benefits from economies in the labour supply arising from pooling skilled labour
from within the industrial cluster. This is because inter-firm divisions of labour and
institutional support tend to be less developed in industrial clusters (McMorick 1999;
Schmitz 1999c; Oyelaran-Oyeyinka & Lal 2006). At this stage, innovation among
firms is relatively low because most industrial clusters are in isolated and poor areas.
Furthermore, some studies have shown that industrial clusters tend to produce solely
for local markets, using simple technology and labour skills (Altenburg & Stamber
1999; Schmitz & Nadvi 1999), because most of the workforce consist of informal
workers (Knorringa 1999) and many of the enterprises are informal firms (Visser
1999).
Weijland (1999) and Sande et al (2002) argued that most Indonesian industrial
clusters emerge from the traditional activities of local communities, where the
production of a specific product, such as a product related to the agricultural sector,
has continued for a long period of time. They added that most industrial clusters in
Indonesia are in the early stages of development because they spring up around
abundant natural raw materials and pools of workers. MSMEs in this cluster focus on
their survival and neglect the importance of cooperation and collaborative.
Even in later stages of development, the tendency of MSMEs in industrial
clusters to benefit more from the local external economy than from joint action is
also affected by the existence of middle agents. Cases from the Bukir furniture
cluster and Sooko footwear cluster showed that middle agents play crucial roles for
MSMEs. In the literature, these roles have been acknowledged as a determinant
factor of industrial-cluster development (Poot et al. 1990; Weijland 1991; 1992;
Alexander & Alexander 2000). Middle agents can promote stable relationship and
create mutually beneficial transactions with MSMEs, acting as supplier of raw
materials, moneylender, traders and distributors of market information from the
market to the producers.
In the Bukir furniture cluster and Sooko footwear cluster joint action mostly
takes the form of quasi-hierarchy relationships characterised by the dominance of
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middle agents (who usually themselves own medium-scale enterprises) over their
MSMEs partners. Such partnerships rely on informal relations that have been
established for long time. However, in spite of these partnerships creating mutual
benefit for middle agents and MSMEs, the quasi-hierarchy limits MSMEs‘ ability to
undertake joint action with other partners who are not their middle agents.
Several studies of industrial clusters (Weijland 1991; 1992; Rabellotti 1998;
Schmitz 1999b; Weijland 1999; Tambunan 2005; Nam et al. 2010) are likely relevant
in explaining these findings. As mentioned in Tambunan‘s study (2005) , most
Indonesian industrial clusters could be categorised as artisanal clusters that are
typically populated by informal enterprises. This type of industrial cluster is also
characterised by weak forward linkages and limited institutional support, but
intensive partnerships (Rabellotti 1998). The intensive cooperation among cluster
members is stimulated by their similar cultural and social values. These partnerships
furthermore rely on informal relationships and emphasise the quality of the
relationship. Humphrey and Schmitz (2002) characterised this partnership as quasihierarchical.
7.4.2. Social capital
This study found that social capital is a driving factor of MSME survival in
industrial clusters because the dynamics among enterprises in industrial clusters are
coloured by social values and social network. Social values teach peoples about the
simplicity in daily life and the importance of family. Most MSME owners and
managers in these industrial clusters are able to survive in business due to beliefs that
motivate them to continue the family business.
Similarly, a shared identity as Muslim and Javanese facilitates joint action
among the people of both Bukir and Sooko. They are aware of local customs and
local wisdom that can ease or destroy their partnership. In the Indonesian context,
Weijland (1999) argued that the dynamic of industrial clusters is not only influenced
by economic motives, but also coloured by the existence of their social capital. He
pointed out that in Indonesian industrial clusters, a patronage-based social structure,
socio-political hierarchy and traditional family structure play significant roles in the
dynamics of the industrial cluster. Turner (2007) added that social capital is also
important for MSMEs‘ survival in an urban setting. Her study showed that specific
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forms of social capital, such as informal networks, linkages and trus-based
relationships matters in maintaining MSME survival.
Regarding social relations among members of industrial cluster, Turner
(2007) argued that in the Indonesian context, members of industrial clusters are
commonly bound by a homogeneous cultural and religion background that supports
the role of social capital as a bonding mechanism. However, she highlighted that
bonding social capital does not only rely on similar values, but also on trust and
moral responsibility (Weijland 1999; Turner 2007).
In a more general context, a study in Pakistan showed that this phenomenon
is also characteristic of industrial clusters in that country, where the pragmatic
behaviour or economical motives of cluster members have reduced the influence of
social and cultural ties on social relationships within society (Schmitz 1999a).
Bonding social capital is the basic form of social capital because it
encourages partnership between industrial-cluster members with similar identities
and values to mitigate their shortages. Yet it should be kept in mind that this form of
social capital is dynamic and it has potential to shift into a more rationalistic
relationship as bridging social capital. Hence, the use of the concept of bonding
social capital to examine social relationships within industrial clusters should be
augmented by considering more open, heterogeneous and diverse forms of social
capital(Narayan 1999; Woolcock & Narayan 2000; Turner 2007)
7.4.3. Cluster policy
The importance of cluster policy on MSME survival has been recognised by
previous studies of the government‘s role in the development of industrial clusters. A
large number of successful industrial clusters were initiated, financed and fully
supported by the government or the private sector (Sölvell et al. 2003; Möhring
2005; Aylward & Glynn 2006; Ceglie & Stancher 2009). However, some studies
have found only a limited impact of government policy on the MSMEs survival in
industrial clusters (Weijland 1999; Sato 2000).
This study found that Indonesian law requires the Indonesian government at all
levels (central, provincial and local) to be responsible for empowering MSMEs and
for promoting industrial clusters in their regions, with the help of the private sector.
One goal of this policy was to create political and economic stability across the
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regions in Indonesia; cluster members in this study regarded this policy positively,
and thought that it might assist the survival of MSMEs. The findings in Chapter 5
and 6 showed that most MSME managers and owners expressed that adequate
transportation facilities provided by central and local government were able to
remove their isolation and facilitate both the sourcing of raw materials and the
distribution of their products (Tables 5.10 and 6.9). They also approved of
improvements in the electric-power network, as most of their production processes
relied heavily on the availability of electricity.
In spite of positive responses from MSME managers and owners, the
implementation of cluster policy in the two clusters generated limited impact on the
survival of MSMEs. The direct policies to address to copes the problems of industrial
-cluster

actors

were

neither

comprehensively

formulated

nor

effectively

implemented. For example, most MSMEs managers and owners said that building
showrooms in the marketplace would not solve their marketing problems, and that
they would benefit more for government protection on commodities generated from
industrial clusters in line with a supporting program to link with broader markets.
They also perceived negatively toward the implementation of centralised policy, in
the forms of regulations from the Indonesian Ministry of Industry or Ministry of
Cooperation and MSMEs‘ that were not ―down to earth‖ .
In addition, the real problems faced by MSMEs, such as the scarcity of raw
materials or their dependence on their juragan (and hence their weak bargaining
position), did not get full attention from the government. In the Bukir furniture
cluster where the price of wood was increasing dramatically, many furniture
producers collapsed due to inability to buy raw materials; in the Sooko footwear
cluster where soles and other raw materials were hardly found in the peak season,
many shoe producers had to source these materials outside of Mojokerto regency.
These problems were not sufficiently responded to by local or central governments
through direct policy. In fact, the government does have the ability to remove these
constraints. To copes with the scarcity of wood in Bukir, the government could
coordinate with PERHUTANI as a main government institution to regulate the legal
distribution of wood. In the case of scarcity of raw materials in Sooko, the
government could provide tax incentives for sole or rubber producers to interest them
in supplying these materials.
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At the same time, promotion programs for MSMEs could be improved. Some
programs could likely benefit MSMEs, but constraints eroded their impact. Limited
information access for MSME managers and or owners, long bureaucratic procedures
and

unplanned

activities

hinder

these

programs‘

implementation.

Hence

developmental programs such as technical training, financial assistance in the form
of micro finance and corporate social responsibility programs had limited impact on
the survival of MSMEs. Better coordination between government institutions might
provide better and more accessible technical training: better information
dissemination could provide clear and valid information for MSMEs.
Several studies have predicted that government policy to enhance the
development of MSMEs and industrial clusters would provide only limited
advantages for MSMEs. Yamauchi et al.‘s (2009) study, for instance, found that
indirect policy in the form of improving transportation infrastructure can connect
villages and peripheral areas with outside markets, thus supporting their incomegenerating activities; in contrast, direct policy aimed to mitigate the problems faced
by MSMEs seems to get only a lukewarm response from MSMEs. Johnston Jr and
Morduch (2008) argued that limited information dissemination contributes to the
limited number of MSMEs that access microfinance in Indonesia. Sandee et al.
(1994) added that limited budget and lack of information dissemination led to limited
participation in the government programs. They also argued that centralised policies
were not always well adapted to particular industries or regions. Hence, policy
decentralisation is urgently required to remove barriers to the development of
industrial clusters. Marijan (2006) explained that that the implementation of policy
decentralisation merely increases the authority of provincial and local governments;
it offers no benefits for MSME owners and managers in industrial clusters. This is
because the implementation of policy decentralisation in Indonesia is not followed by
clear-cut responsibility-sharing and budgeting between the central government and
the lower government levels.
Bridge and O‘Neill (2012) wrote that policies to promote the development of
MSMEs and industrial clusters and to encourage entrepreneurship are often designed,
supported, implemented and evaluated by peoples who viewed the development of
entrepreneurship and small business from a professional perspective, rather than
from a perspective based on these entrepreneurs‘ daily experiences, and that they are
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more interested in sharing their professional perspective than in meeting small
enterprises‘ need. Bridge and O‘Neill (2012) also emphasised that government
policy- makers, management consultants and business academics often rely when
designing policy on inappropriate basic assumptions toward MSMEs and
entrepreneurs. Such policies often put the attention on the business entity and neglect
the individuals behind the businesses. They also often assume that all businesses are
seeking to maximise profit, and thus that there is a growth imperative constrained by
external factors such as shortage of finance, training or information. Thus, they
perceive that the logical policy response is a scheme that encourages growth by
removing these constraints. They also assume that business intentions are accurately
reflected by business-planning statements.
The programs implemented to promote the survival of MSMEs could be
categorised into three types, based on their impact on the survival of MSMEs. The
first is programs with a high impact; these are based on macro policy that creates
economic and political stability within MSMEs can perform their income-generation
activities. Programs that facilitate basic infrastructure in the form of good-quality
roads and an adequate power source are included in this category. The second type is
programs with a moderate impact on the survival of MSMEs. Technical training,
financial assistance and corporate social responsibility provided by the private sector
are included in this category. The third is the programs with no impact on the
survival of MSMEs. The programs included in this category are mostly formulated
and implemented without considering MSME owners‘ and manager‘s needs and
wants. Providing marketplaces and showrooms or issuing centralised regulations
could be put in this category.
Problems associated with the low impact of the cluster policy in the Bukir
furniture and the Sooko footwear clusters could be summarised as follows. First, the
formulation of Indonesian cluster policy, programs aimed to promote MSMEs and to
encourage entrepreneurship is centralised, despite the adoption more than a decade
ago of policy decentralisation. Only a few provincial and local governments have
taken the initiative to formulate local policy or design technical programs as an
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implementation of Indonesian Law number 20/2008119. As Bridge and O‘Neill
(2012) said centralised MSME policies are often approaching the development of
entrepreneurship and small business from the modern management perspective,
which neglecs specific characteristics and social and cultural values of the industrial
cluster where the MSMEs are operating. Consequently, the policy often is not
relevant.
The second problem relates to limited financial support for program
implementation. Most centralised-cluster policy is funded from the national budget
(Anggaran Pendapatan Belanja Nasional). As a result, local governments feel they
are not responsible for implementing the avoid development programs. This
limitation has been identified by Sandee et al. (1994) as a crucial obstacle to
participation in the MSME development program. They asserted moreover, that
limited information transferred by the government to MSME owner and manager
also contributes to the program‘s limited impact. This study found that due to budget
limitation programs aimed to promote MSMEs often cover only limited area for
short times. Government programs in the Bukir furniture and Sooko footwear
clusters are not exception.
The next condition that often obstructs the success of Indonesian cluster
policy is the absence of continuity in programs. Limited coordination between
central and local governments, or between the different ministries, and the absence of
comprehensive

monitoring

mechanisms

to

control

and

evaluate

program

implementation significantly inhibit the implementation of industrial cluster policy.
In fact, the MSME empowerment and cluster policy is not solely under the
responsibility of the Indonesian Ministry of Cooperation and MSMEs, but also
includes all the ministries and governmental institutions which associate with the
industrial sectors in which the clusters are operating.
The last obstacle hindering the effectiveness of cluster-policy implementation
is disharmony between MSME owners and managers, on one hand, and government
officers, on the other. Although this disharmony is largely latent, it significantly
erodes the cluster policy through scepticism and distrust. Most MSME owners and
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East Java provincial government has a local regulation or Peraturan daerah (PERDA) concerning
the empowerment of MSMEs. East Java regulation (Peraturan Daerah Provinsi Jawa Timur) No.
06/2011 regulates the programs aimed to develop entrepreneurship and to promote MSMEs.
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managers were reluctant to actively participate in development programs because
they considered that these programs would not be able to address their problems.
This scepticism has arises through MSME owners and managers perceiving thst
government officers have limited understanding about their current conditions, and
that the programs were not transparently formulated and implemented. In addition,
their perception about corruption within government offices also fuelled their
pessimism about government development programs. This already-tense relationship
was worsened by government officers‘ negative attitude toward MSME owners as
passive entrepreneurs who too lazy to take progressive action and are reluctant to
develop their businesses. Consequently, programs been implemented for promoting
MSMEs and industrial clusters have had little or no impact on the survival of
MSMEs.
7.5. Research Question 3
The last research question is: how are the driving factors of MSME survival
applied by MSMEs in the furniture and footwear industrial clusters of East Java? To
address this question, the researcher departed from the Parrili‘s study. In his study,
Parrili said that MSMEs‘ survival is driven by collective efficiency, social capital
and cluster policy. Collective efficiency is created by the local external economy and
joint action: social capital is constructed by social network linking one cluster
members to others: and social value binds the cluster members into a social entity.
The model also recognises the importance of cluster policy to induce the
development of industrial clusters.
This study found that most MSMEs survive due to a local external economy
created by the government through indirect cluster policy. This means that collective
efficiencies, particularly the local external economy, do not spontaneously grow
without government intervention. Thus in collective efficiency perspective cannot be
separated from cluster policy. This study also found that joint action, as a contributor
to collective efficiency in industrial clusters, is associated with social capital. Most
cooperation and partnership between MSME owners in industrial clusters has as its
basic ingredient social values (such as Islamic and Javanese values) and social
networks. Thus it can be concluded there is an association between collective
efficiency and social capital in industrial clusters.
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7.6. Summary
This chapter presented theoretical reflections on the empirical findings of
the study. The findings confirm that MSMEs in the Bukir furniture cluster and
Sooko footwear cluster are not just sings of the emergence of an entrepreneur class,
but the manifestation of the owners‘ lifestyle. This was reflected in various emergent
themes when the participants were asked during fieldwork about their perceptions of
and experiences with their firms‘ survival.
Collective efficiency, social capital and cluster policy are considered by
participants as the driving factors of MSMEs‘ survival in industrial clusters. A strong
local external economy is the most important contributor to the collective efficiency
MSME owners rely on in keeping their firms alive. Participants considered firm‘s
relatively early stage of development and the dynamic of middle agents over MSME
owners to be constrains to engaging in joint action in industrial clusters. Participants
also perceived that a combination of social values and social relationships between
MSME owners drive MSME survival. The study found that direct cluster policy did
not drive MSME survival, but that indirect policy that fosters an enabling economic
and social environment did have a strong positive effect. Results also confirm the
association between collective efficiency and cluster policy, and between collective
efficiency and social capital.
The next chapter will draw conclusions from the overall findings in this
study. It will also present theoretical and practical implications of the research, and
provides suggestions for future study that would be useful in light of this study‘s
limitations.
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CHAPTER 8
CONCLUSIONS AND RECOMMENDATIONS
The previous chapter presented theoretical reflections on empirical findings
of the study, and suggested a theoretical framework that could explain the driving
factors of MSME survival.
This chapter draws conclusions from the overall findings of the study. Section
8.1 presents the conclusion to the research problems; Section 8.2 describes the
theoretical implications of the study; Section 8.3 provides practical implications and
some policy recommendations; Section 8.4 outlines the limitation of the study; and
Section 8.5 provides recommendations for future research.
8.1

Conclusion to the Research Problems
The objective of the study was to examine the nature of specific process that

underpins MSMEs‘ survival in the industrial cluster in the furniture and footwear
industrial clusters of East Java, Indonesia. Specifically, it sought to answer the
following research questions: (1) Which driving factors of MSMEs‘ survival in
industrial clusters, as identified in the literature, have been established by MSMEs in
the furniture and footwear industrial clusters of East Java, Indonesia?; (2) Why have
the driving factors of MSMEs‘ survival in industrial clusters been established by
MSMEs in these industrial clusters? And (3) how are the driving factors of MSMEs‘
survival applied by the MSMEs in these clusters?
To address the first research question, the study has confirmed that the
survival of MSMEs in the industrial clusters is driven by collective efficiency, social
capital and cluster policy. The researchers have found collective efficiency in the
form of local external economy and their joint action. Moreover, the study has
identified the existence of social capital through the social values and relationships
existed among the industrial clusters. Finally, cluster policy in the form of central
government regulations and local government policies has also been identified as a
driving factor of MSMEs‘ survival in industrial cluster. This study answered the
second research question by systematically explaining the reasons underpinning the
survival of MSMEs in industrial cluster.
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As MSMEs in those industrial clusters were in survival stage and lack
productive partnership, collective efficiency, particularly local external economy,
had played central role in the survival of MSMEs. Joint action, as a part of the
collective efficiency of industrial clusters, seemed to be less frequently carried out by
MSMEs in the Bukir and Sooko industrial clusters. Similarly, hierarchical
partnerships and network relationships had built bilateral partnerships among
furniture and footwear producers. Likewise, as the society in the industrial cluster
was homogeneous, social capital was considered as a driving factor of MSME‗s
survival in that industrial cluster. It was found that Islamic values and Javanese
culture dominantly influenced the dynamic of social lives of people in both industrial
clusters and social relationship, which in turn bonded them together and created their
social capital. Finally, Industrial-cluster policy contributed to the survival of MSMEs
by creating a conducive business environment and by providing infrastructure and
direct policies, which encouraged entrepreneurship and boosted the development of
MSMEs.
The study has addressed the last research by describing how those factors
have been applied by the MSMEs in their industrial clusters. The study found that
collective efficiency is associated with other driving factors. The Local external
economy was found to be supported by indirect–cluster policy; whereas, joint action
among MSMEs‘ managers was reinforced by social capital developed within the
society.
All in all, the findings of this study highlight the following points and the
processes that underpin MSMEs‗ survival in the furniture and footwear industrial
clusters of East Java, Indonesia: Majority of Indonesian industrial cluster participants
were micro small and medium enterprises. They were in the survival stage of
development. Thus, MSMEs in Indonesian industrial cluster were mostly focussed
on improving their efficiency collectively rather than competing with each other in
national and global market.
Because of such circumstances, the survival of MSMEs in the furniture and
footwear industrial clusters of East Java, Indonesia are forced to rely upon the local
external economy created by industrial cluster policy. The study also found that
MSME‗s survival in Indonesian industrial cluster was heavily influenced by social
capital developed within the society.
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8.2

Theoretical Implications
The management literature has long dominated the studies of MSME,

particularly studies examining the performance of MSME. Thus, MSME
performance is generally examined using business indicators. The researcher
encountered this mainstream perspective of MSME performance amongst the
stakeholders interviewed for this study, but found that, on the whole, the concept of
MSME survival more reflects the realities of running an MSME than standard
concepts of business performance. The use of a family business perspective-most
commonly cited by participants- allows a deeper understanding about the internal
dynamics of MSMEs.
The study also showed that the tendency of MSMEs to congregate in one
location is not only motivated by MSME owners‘ and managers‘ desire to achieve
the economic benefits of collective efficiency, but is also driven by social and
cultural ties between the owners and by their desire to benefit from governmentprovided infrastructure service and business-environment development. An
integrated perspective interlinking these industrial-cluster benefits proposed by the
study was able to capture the phenomenon of industrial clusters without losing the
context.
The study contributes .to the MSME literature, particularly to the
development of the concept of MSME performance. The study proposes multiple
perspectives about MSME performance, involving the social and cultural context
within which the MSMEs are operating. The study also adds to MSME literature by
offering an alternative approach to determining MSME performance. The subjectivequalitative parameters of MSME performance may complement the existing
mainstream indicators of MSME performance.
In addition, the study adds to a growing stream of literature on industrial
clusters. Many scholars have identified various factors influencing the dynamics of
industrial clusters, yet there are few studies trying to comprehensively link these
factors into a model of industrial clusters. A notable exception is Parrilli‘s (2007;
2009) studies of dynamic industrial cluster in Italy and several American Latin
countries. However, these studies seem solely focused on describing the success of
MSMEs and ―picking the winner‖ from industrial clusters, and pay less attention to
the survival of MSMEs in industrial clusters. By integrating economic, social, and
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policy aspects to understand the survival of MSME in industrial clusters, this study
contributes new perspectives and new knowledge about what is really taking place in
industrial clusters, particularly in developing countries.
This model illustrates how collective efficiency, social capital and cluster
policy influence the survival of the MSMEs. Collective efficiency consists of local
external economy and joint action, whereas, social capital is constructed by social
network that link one cluster members to others and social values that bind the
cluster members into a single social entity.
In addition, this model illustrates the importance of cluster policy in
inducing the development of industrial clusters. Thus, this study has enriched the
theory of industrial cluster by adding explanations about the process of formation of
the driving factors (of MSME‗s survival) in the industrial cluster. However, this
model does not provide any explanation about the inter-relationship among such
driving factors.
Figure 8.1
Modified Theoretical Framework of the Study
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This study found that the local external economy created by the government
through indirect cluster policy has boosted MSMEs to survive. This also indicates
that the collective efficiencies, particularly the local external economies, do not
develop independently without government intervention. Thus, collective efficiency
perspective cannot be segregated from cluster policy.
Furthermore, this study found that the joint action, that contributes the
collective efficiency of industrial clusters, is associated with social capital. Social
values (such as Islamic and Javanese values) and social networks are found to be the
main factors behind the collaboration and partnership among MSME owners in the
industrial clusters. All in all, this study concludes that there is an association between
collective efficiency and social capital in industrial clusters. Thus, the theoretical
framework that is illustrated in Figure 3.1 can be remodelled into a new framework
(Figure 8.1) to accommodate the association of collective efficiency in relation to
cluster policy and social capital.

8.3

Practical Implications and Policy Recommendations
The results of the study showed that most MSME owners and managers in the

industrial clusters studied were able keep their firms alive independently. There
were no significant direct supports from external agents, such as government
institutions or the private sectors. Thus, the researcher believes that MSME owners
and or managers have the potential to grow from artisans to more advanced
producers. They should themselves take the lead in addressing issues and
opportunities. A geographical and social advantage of industrial clusters should be
considered as the initial capital to survive, and then to grow into successful
producers who provide benefit for their families and neighbours and cooperate with
other actors in the industrial cluster. Good partnerships with government institutions
that foster such growth should be increased.
Two types of cooperation have been identified in these industrial clusters:
bilateral and multilateral. MSME owners and managers as the main actors in
industrial clusters should increase their bilateral cooperation to obtain more
economies of scales in production and marketing. Furthermore, by actively
participating in multilateral partnerships, they will be able to mitigate economic
problems such as the scarcity of raw materials or limited access to markets, and to
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advocate reducing structural constraints imposed by government institutions.
Fertilising local social values and maintaining existing social relations are
significant efforts that should be taken by MSME owners and managers to stimulate
joint actions in industrial clusters. Furthermore, building a positive and beneficial
relationship between industrial-cluster components and government institutions is a
necessity for solving institutional problems.
In addition, the researcher believes that the existence of MSME in Indonesian
industrial clusters should be reviewed as it signifies the survival of an artisanal local
production system and reflects the failure of the formal sector to provide
employment for the poor. Thus poverty-alleviation policies should be incorporated
into industrial-cluster policy such that it accommodate the aspirations of actors
directly engaged in the daily life of industrial clusters including the MSME owners,
the private sector and officers at the lowest level of government (district level).
To address the institutional problems hindering success of industrial-cluster
policy implementation, the central government should delegate more authority and
allocate more of the budget to the lower-level governments. The researcher
proposes this because the study found that local government could not effectively
implement many central programs due to overlapping authority between central and
local governments and limited program budgets. The study also revealed that local
government officers have more knowledge about the characteristics of MSMEs and
the industrial sector in their jurisdiction than do officers of the central government.
Thus, delegating more authority to local governments for developing industrial
clusters would tend to reduce the number of programs that do not meet the needs of
MSMEs. A clear-cut policy to enhance industrial clusters should also be formulated
by central government to evade overlapping programs.
The implementation of industrial-cluster policy in Indonesia was also
coloured by lack of horizontal coordination between government institutions. As
there are two government bodies (the Indonesian Ministry of Cooperative and
Micro, Small, and Medium Enterprise and the Directorate General of Small and
Medium Industries of The Indonesian Ministry of Industry) and two provincial
institutions (the East Java Provincial Service of Cooperatives and Micro, Small, and
Medium Enterprise and the East Java Provincial Service of Industry and Trade) that
focus on the development of MSMEs and industrial clusters, horizontal coordination
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has become a critical issue hindering formulation and implementation of industrial
-cluster policy. Moreover, several programs for MSME and industrial development
requiring trans-sectoral coordination were not successfully addressed due to the
absence of coordination between government bodies (such as between
PERHUTANI and Local government‘s Service of Cooperative and MSME in the
case of furniture industrial cluster). This study points out the need for a mechanism
to ensure the coordination between these institutions, or to merge them into a single
leading government body having authority to empower MSMEs and develop
industrial clusters at every government level.
8.4

Limitations of the study
One significant limitation of this study is that it includes only two industrial

clusters as cases. Although, multiple-case studies can generate powerful conclusions
or provide grounded and accurate theory (Miles & Huberman 1994; Eisenhardt &
Graebner 2007; Yin 2009), the researcher believe that the findings of this study is
not expected to statistically generalise, rather than a theoretical generalisation is
envisaged. Factors contributing to this limitation are: similar characteristics of
industrial cluster being studied restricted time for carrying out the field work (about
six months) and inadequate secondary data to support the findings.
In addition, the study also has limitations associated with the respective
industries and locations of the clusters studied. As the study focused on the furniture
and footwear industrial sectors, the results provide limited information about the
innovation and knowledge circulation among MSMEs in industrial clusters. This is
because these two industrial clusters are considered as static sectors, where
innovation and new ideas are less likely to spring up and be widely adopted. These
industrial sectors uniquely offer products of local value and low price. In addition,
the two clusters are geographically close: hence, they have identic social and cultural
values and face similar challenges to development. As a result, the findings for each
case reinforce those for the other; variation in the findings does not exist in the study.
8.5

Recommendations for Future Research
Considering these limitations, it is suggested for future research to consider

several critical issues. First, as this study solely sought to understand the survival of
MSMEs in industrial clusters and included only three issues (collective efficiency,
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social capital, and industrial-cluster policy), further studies need to include other
perspective of MSME survival and cover more issues and variables. Second, since
this study employed a case-study methodology, positivist survey research would be
beneficial to generalise the research findings. Finally, this study covers only two
industrial clusters in East Java province, Indonesia; thus, to build a robust theory,
this study needs to be supported by further studies based on industrial clusters in
different regions or countries, and in different industrial sectors.
The literature suggests that industrial clusters boost the competitiveness of
firms particularly in the micro, small and medium level by providing agglomeration
advantages in the forms of collective efficiency. In addition, the literature also
advocates that social embeddness among members of industrial clusters and
government policy to induce the development of industrial cluster are significant
factors influencing the dynamic of industrial clusters dynamics. This study showed
that membership in an industrial cluster does not always associate with the
competitiveness of a firm: cluster can include micro, small and medium enterprises
struggling to survive in the face of internal pressures and external forces. In
addition, the study also exhibited the independence of clustered MSMEs from
government intervention. Thus, the study argues that the industrial cluster is more
dynamic than the literature suggests, and provides a foundation for further research
about MSMEs in industrial clusters.
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APPENDIX 1: PARTICIPATION INFORMATION SHEET

PARTICIPATION INFORMATION SHEET
Title: The Survival of MSMEs in Indonesian Industrial Clusters (A case study
of furniture and footwear industrial clusters of East Java province,
Indonesia)
PURPOSES OF THE STUDY
This is an invitation to participate in a study conducted by the researcher at the
University of Wollongong. The purposes of the research are to seek understanding of
MSME survival in furniture and footwear industrial clusters of East Java, Indonesia
and to investigate the impact of collective efficiency, social capital, and cluster
policy on MSMEs survival
INVESTIGATORS
A/P Nelson Perera
(Principal Supervisor)
Sydney Business School
Email:nperera@uow.edu.au
Tel: +61 2 4221 4028
Dr. Ananda Wickramasinghe
(Co-supervisor)
Sydney Business School
Email: awickramasinghe@uow.edu.au
Tel: + 61 2 42981435
Mukhammad K. Mawardi
(PhD Student)
Sydney Business School
Email: mkm008@uowmail.edu.au
Tel: +61 403 310 638
METHOD AND DEMANDS OF PARTICIPATION
If you choose to be included, you will be asked to participate in a 60 minute
interview session by a member of the research team. We would like to have an
interview with owner/manager of firms that are located within the cluster, a manager
of an institution that supports the cluster, and officers from some local government
offices. These participants are selected because they have information, knowledge,
and experiences regarding the issue being studied. The type of interview recording
method is optional. You can decide whether the interview dialogue will be taperecorded or written. You do not have to answer every question during the interview if
you do not want to. Typical questions in the interview can be seen in the data collection protocol (Attachment 1)
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POSSIBLE RISK, INCONVINIENCE, AND DISCOMFORTS
Apart from the 60 minutes of your time for interview, we can foresee no risks for
you. Your involvement in the study is voluntary. Confidentiality is assured, your
identity will be de-identified and the data will be displayed at aggregate level. You
may withdraw your participation from the study at any time and withdraw any data
that you have provided to that point. Refusal to participate in the study will not affect
your relationship with the University of Wollongong. The softcopy of the data will
be stored in the researcher‘s computer that is protected by security password. The
hardcopy of the data will be stored in a locked cabinet in the researcher‘s office and
can be accessed only by the researcher.
BENEFITS AND FINDINGS OF THE RESEARCH
The expected benefits are: (1) contributing to the body of knowledge by providing
new data and empirical insights into driving factors in the survival of MSMEs in the
Bukir and Sooko clusters, East Java; (2) contributing to the cluster stakeholders,
especially by boosting the development of MSME clusters: (3) contributing to
owners or managers of cluster firms by obtaining more benefits provided by clusters
that potentially enhance their firm performance: and (4) the publication of the
findings from the study in a Ph.D thesis, and possibly in an academic journal.
CONSENT TO PARTICIPATION
A consent form is attached. By completing this form and signing it on the day of the
interview with the researcher and complying with the interview process, consent will
be officially given
ETHICS REVIEW AND COMPLAINTS
This study has been reviewed by the Human Research Ethics Committee (Social
Science, Humanities, and Behavioural Science) of the University of Wollongong. If
you have any concerns or complaints regarding the way this research has been
conducted, you can contact the UOW Ethics officers at +61 2 4221 4457 or email
research_office@uwo..edu.au.
Thank you for your interest in this study.
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APPENDIX 2: CONSENT FORM FOR PARTICIPANTS

CONSENT FOR PARTICIPANTS
The Survival of MSMEs in Indonesian Industrial Clusters (A case study of
furniture and footwear industrial cluster of East Java province, Indonesia)

Researcher: Mukhammad Kholid Mawardi
I have been given information about ―The Survival of MSMEs in Indonesian
Industrial Clusters‖ and discussed the research project with Mukhammad Kholid
Mawardi who is conducting this study as a part of a Doctor of Philosophy thesis
supervised by A/P Nelson Perera, Prof. John Glynn and Dr. Ananda Wickramasinghe
in the Sydney Business School at the University of Wollongong.
I have been advised of potential risks and burdens associated with this study, and
have had the opportunity to ask Mukhammad Kholid Mawardi any questions. I may
have about the study and my participation. I understand that my contribution will be
confidential and that there will be no personal identification in the data to be used in
this study. The data will be displayed in any publication at an aggregate level and
personal identification will be de-identified. I understand that there are no potential
risks or burdens associated with this study.
I understand that my participation in this study is voluntary. I am free to refuse to
participate and I am free to withdraw from the research at any time and I do not have
to give any reasons for withdrawing. My refusal to participate or withdrawal of
consent will not affect my treatment in any way my relationship with the Sydney
Business School or the University of Wollongong.
If I have any enquires about the research, I can contact Mukhammad Kholid
Mawardi at +61 403 310 638 (Australia) or +62 8223 1111 454 (Indonesia) and/or
A/P Nelson Perera at +61 24221 4028. If I have any concern or complain regarding
the way the research is or has been conducted, I can contact the Ethic Officers,
Human Resources Ethics Committee, Office of Research, Office of Research,
University of Wollongong on +61 2 4221 4457.

By signing below I am indicating my consent to:

participate in the study. I understand that the interview dialogue will be based
on the research scope as has been mentioned in the research title above.

allow the data collected from any participation to be used primarily for a PhD
thesis, and also be used in summary form for journal publication, conference
paper, etc, and I consent for it to be used in that manner. I understand that the
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datas will be displayed at an aggregate level and any personal identification
will be de-identified, and
allow the interview dialogue to be recorded by (please tick the box):
tape recorder
written notes

_________________________
(Name:
)

Date:…………../………/2011
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APPENDIX 3: COVER LETTER

LETTER OF INVITATION
Title: The Survival of MSMEs in Indonesian Industrial Clusters
(A case study of furniture and footwear industrial clusters of East Java province,
Indonesia)
Dear Sir,
My name is Mukhammad Kholid Mawardi I am a doctoral student in the Sydney
Business School at the University of Wollongong. I am conducting a study as a part
of the requirement of my degree of Doctor of Philosophy, and I would like to invite
you to participate.
I am studying the survival of MSMEs in industrial. If you are kindly willing to
participate, an interview with me will be held at any time and place of your
convenience. We will discuss your perceptions, knowledge and experiences of
operating s business within the cluster.
The meeting will take place at a mutually agreed upon time and place, and should
last about 60 minutes. The interview will be tape-recorded or written so that I can
accurately reflect what is discussed. It will only be reviewed by members of the
research team to transcribe and analyse the data before it will be destroyed.
You may feel uncomfortable answering some of the questions. You do not have to
answer any question that you do not wish to. Although, you probably will not benefit
directly from participating in this study, I hope that others in the community in
general will gain the benefit from this study in the future.
Your participation is confidential. Study information will be kept in a secure location
at the University of Wollongong. The results of the study may be published in the
Ph.D thesis, or possibly in an academic journal and presented at professional
conferences, but your identity will not be revealed.
Taking part in the study is your decision. You do not have to be in this study if you
do not want to. You may also withdraw from the study at any time or decide not to
answer any question you are not comfortable answering.
I will be happy to answer any questions you have about the study. You may contact
me at mkm008@uowmail.edu.au or +61 403 310 638 (Australia) and +62 821 4008
1032 (Indonesia) if you have study- related questions or problems. If you have any
questions about you rights as a research participant, you may contact the UOW ethic
officer at +61 2 4221 4457 or email at research_office@uow.edu.au
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Thank you for your considerations. If you would like to participate, please allow 60
minutes for the interview. You are also required to sign the attached Consents Form
and return it to me.

Kindly regards

_________________________
(Mukhammad Kholid Mawardi)
Sydney Business School, University of Wollongong,
Room 2.02G, Innovation Campus,
Squires Way, North Wollongong NSW 2500
Tel. : +61 403 310 638 (Australia)
+ 62 8223 1111 454 (Indonesia)
Email : mkm008@uowmail.edu.au
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APPENDIX 4 : INTERVIEW GUIDE
Date of interview

:

Respondent name

:

Address

:

Gender

:

Age

:

years

Educational background

:

Elementary School

Senior High school

Junior High School

Bachelor‘s (University) Degree

Working experiences

:

Cultural background

:

Religion

:

Role in enterprise

:

Male

Female

years

Owner

Manager

Owner and manager
Mode of entry to business

:

First family generation
Second family generation
Third family generation

Identity of the firm
1.

Type of product your company produces
Furniture

2.

Footwear

How many workers do you employ?
Fewer than 5 workers
5-9 workers
20-100 workers

3.

Length of operation
1–

9 years

10 – 19 years
20 – 29 years
30 – 39 years
4.

Where do you sell your product? What is the relative importance in percentage
sales to the following markets : (Probe specific shares in each regional market)
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International
National, (out of East Java province)
Regional, (within East Java)
Local
5. Could you please explain the history of this industrial cluster?

MSME survival
6. How do you perceive your firm survival?
7. Do you think your firm is surviving?
8. Why do you think your firm is or is not surviving? ........................
9. What do you think about factors driving your firm‘s survival?

Collective efficiency
10. Is there a ready supply of raw materials available in this area? Is there a supply
of specialised raw materials in this area? Please explain how this advantage does
or does not drive the survival of firms like yours
11. Does your company gain advantages (such as knowledge spillover in production,
market information, or cost reduction) from this industrial cluster?
12. Is there a ready supply of specialised labour available in this area? Is the labour
working within this cluster paid in a lower wage compare to the labour working
outside of the cluster?
13. Are there any support services available that contribute to the survival of the
firms in this area (marketing, machinery suppliers, financial, component
manufactures, leading firm)
14. Does your company gain advantages (such as knowledge spillover in production,
market information, or cost reduction) from the competition within this cluster?
15. What type of cooperation exists between firms in the area? Probe: information,
exchange, joint contracting. Probe: is cooperation informal or more cooperative
and structured? Is your experience typical of other firms in this area?
16. Does your company interact with other business entities in your region in doing
business (e.g raw-material sourcing, processing equipment, financial
supporting)? Does your company interact with companies in other regions?
Why?
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17. Does your firm belong to any industry groups or association groups or
associations? Which ones? Why did you join this association? Is it useful? In
what ways?
18. Does your company gain direct or indirect business advantages from cooperation
with other business entities? What sort of advantages does your company gain?
How could advantages be obtained by your company?

Social capital
19. Is there any common value that binds the actors of cluster? How do these values
affect the development of this cluster?
20. Could you explain the importance of these social values on your firm‘s survival?
21. Are there any benefits gained from building social relations with other actors
within the cluster? Mention these advantages if the social relations benefit for
your firm.
22. Are family ties important in building social networking as part of doing business
(such as in hiring workers, sourcing raw material and sharing orders)?
23. Define the importance of trust between actors within clusters in doing business.

Policy Inducements
24. Does the local industrial policy (such as tax regulation, employment or trade
policies) positively affect on the business environment in this industrial cluster?
25. Are there any direct policies implemented by the government to support the
survival of MSME in this industrial cluster? Explain these policies!
26. What sorts of advantages does your firm gain from these programs?
27. Are there any development initiatives implemented by the government to induce
the development of MSME cluster through public-private partnership programs?
28. What sorts of advantages does your firm gain from these programs?
29. Are there any constraints to accessing these programs? How does firm cope
with these constrains?
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